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Atomic Power and the Public Interestt 
By RICHARD A. TYBOUT* 


HE United States is currently build- 

ing 89 nuclear reactors: 43 for 
experiment and training, 46 for power 
production. Thirty-six of the 46 re- 
actors are for military propulsion, es- 
pecially of submarines; eight are for civil 
electric power generation, one is for the 
propulsion of a merchant ship and the 
last power reactor is for export. The 
nuclear age is upon us and an interesting 
age it is from the economic standpoint. 
For none of these reactors will produce 
power at a cost nearly as low as that 
from conventional fuels. 

The most promising applications of 
commercial atomic power are in large 
stationary plants, as for the generation 
of 100,000 kilowatts or more of electricity. 
Such plants designed and constructed 
over the next few years are expected to 
produce power at one-and-a-half to 
three times the fully allocated costs of 
electricity from conventional power 
plants.? Small nuclear power plants, of 





t The material presented in this article was originally pre- 
pared for presentation at the 1958 meetings of the Midwest 
Economics Association, Des Moines, Iowa, April 19, 1958. 

* Department of Economics, The Ohio State University, 
Columbus, Ohio. 

1 Details are given in U. S. Atomic Energy Commission, 
Progress in Peaceful Uses of Atomic Energy (Washington, D. C., 
Government Printing Office, January, 1958), p. 137. 

2See the author’s “Atomic Power and Energy Resource 
Planning,” in Federal Expenditure Policy for Economic Growth 


which several are included in the above 
list, are not as well developed economi- 
cally but are expected to have costs two 
or three times as high per kilowatt-hour 
as the large atomic plants.? Other uses 
of atomic power are in prospect for in- 
dustrial process heat and central district 
space heating but the costs in these areas 
are speculative at the present time. 


The best estimate of atomic power 
costs in merchant ship propulsion is pro- 
vided by Admiral H. G. Rickover, Chief 
of the Atomic Energy Commission’s 
Naval Reactors Branch. He indicates 
that our first merchant ship may have a 
capital cost seven times that of an equiva- 
lent horsepower oil-fired plant and about 
50 times the cost of fuel oil for equal shaft- 
power generation.‘ Within five years, 
Admiral Rickover expects that nuclear 
fuel costs can be reduced to 15 or 20 


and Development, Joint Economic Committee Print, 85th 
Congress, 1st Session (November 5, 1957), pp. 758-60 for a 
discussion of the most recent estimate and for references to 
earlier estimates. 

*See discussion by S. H. Robock, Nuclear Power and Eco- 
nomic Development in Brazil (Washington: National Planning 
Association, 1957), pp. 57-61. Robock’s data for small plants 
in the United States were obtained from manufacturers’ 
estimates, except in one case, which was based upon 
operation of a test facility. 

* See Panel on the Impact of the Peaceful Uses of Atomic 
Energy, Peaceful Uses of Atomic Energy, Vol. 2, Joint Com- 
mittee on Atomic Energy, 84th Congress, 2nd Session 
(January, 1956), p. 241. 
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times those of fuel oil. |§ Atomic power 
is completely ruled out for such small 
mobile vehicles as the automobile and 
for house heating in small individual 
home units. 

What, then, is the purpose of building 
and operating so many atomic power re- 
actors? The military reactors need only 
brief comment. Atomic power offers the 
logistic advantage of long-range opera- 
tion without refueling and, in the case 
of submarines, there is the additional fact 
that nuclear power requires no chemical 
combustion and hence no oxygen. The 
civil power reactors open far-reaching 
economic questions. If they can be 
economically justified, it must be through 
long-run benefits from the use of atomic 
power as a supplement in the world’s 
energy economy. 


Long-Run Benefits 


It can be shown by energy resource and 
consumption projections that, even be- 
fore the end of the twentieth century, four 
important world regions will experience 
difficulty achieving reasonable growth 
objectives on the basis of home supplies 
of conventional mineral fuels. These are 
neutral Asia (excluding the Soviet Union, 
China, and the Middle East), Africa, 
South America (after exhaustion of oil 
reserves) and Oceania.* Western Europe, 
the world’s historic coal exporting region, 
is facing increasing difficulty in keeping 
coal production abreast of needs and is 
completely dependent upon imports for 
fluid fuels.? Only North America, the 
Soviet Union and China will be free of 
energy resource restrictions on economic 
growth by year 2000 A. D. In the 
United States even this will be achieved 
only by hydrogenation of coal to satisfy 
our heavy demand for fluid fuels. ® 


5 Ibid., p. 242. 
* Tybout, op. cit., supra, note 2, pp. 736-50. 
1 Ibid., pp. 749-50. 
8 Ibid., pp. 749-50. 





Two general alternative energy sources 
are available: atomic power and re- 
placeable energy resources. Replace- 
able energy resources include falling 
water, vegetable matter, solar energy and 
others, all of which account for about 20 
percent of world energy consumption 
today, mostly in the form of fuel wood 
and farm wastes.° In the United States 
replaceable energy resources account for 
only 3 percent of energy consumed 
today? but this may be expanded to 10 
percent or more through increased use of 
solar energy for space heating and other 
developments by the year 2000.1! Some 
additional contribution may be made by 
improvements (great improvements are 
required) on the carbon-fixing processes 
of nature while improved collection and 
storage devices for solar energy could be 
important especially for underdeveloped 
countries. In the absence of unforeseen 
technological advances, renewable energy 
resources are expected to furnish no more 
than 10 or 15 percent of the world’s 
energy by year 2000.” 

Atomic power offers a new avenue for 
at least a partial solution of the world’s 
energy needs. If we find that fissionable 
materials regeneration can be economi- 
cally achieved, world fuel resources will 
be multiplied ten or twenty times beyond 
economically recoverable estimates of 
fossil fuels.13 But the high promise of 
this finding must be qualified by the fact 
that fissionable fuels cannot take the place 
of coal, oil and gas in certain important 
present uses. 

Unlike the fossil fuels, fissionable ma- 
terials do not provide a versatile energy 
source. We have noted that atomic 

®*United Nations Department of Economic and Social 
Affairs, “World Energy Requirements in 1975 and 2000,” 
Proceedings of the International Conf on the Peaceful Uses of 
Atomic Energy, Vol. 1 (New York: United Nations, 1956), 
pp. 21, 22. 

10 [bid., pp. 21, 22. 
11 See Tybout, op. cit., supra, note 2, pp. 750-3. 


12 [bid., pp. 750-3. 
18 Ibid., pp. 756-7. 
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power seems destined to serve oniy large 
bulk energy consumers, except in military 
applications, where costis not a deterrent. 
Two of the most important uses of 
energy in the United States today are for 
transportation and space heating where 
energy is usually consumed in small de- 
pendent units. The Paley Commission 
reported that transportation accounted 
for 30 percent of all end uses of energy 
in the United States in 1947 and ex- 
pects it to hold approximately the same 
position through 1975'4 while Putnam 
attributes 34 percent, or about one third 
of American energy consumption, to 
space heating.!® 


Taking account of these and other 
limitations the writer has estimated that 
atomic power can satisfy only about a 
quarter of domestic energy needs without 
adjustment in consumption patterns.'® 
Such adjustment might take the form of 
more consolidated living in urban centers 
where central district heating can be 
economically utilized, more reliance on 
electrification for transportation and 
other changes. 


Essentially the same conclusions apply 
in other regions of the world, though 
these regions may never face a reorgan- 
ization of transportation in the same 
degree because they will never adopt the 
motor vehicle as a principal mode of 
mass transportation before increased costs 
of fluid fuels make it uneconomic for 
them todo so. In this respect the atomic 
power potential abroad is somewhat less 
limited than in the United States. On 
the other hand, the relatively fewer op- 
portunities for bulk consumption of indus- 
trial electricity and process heat in many 


14 Presidents Materials Policy Commission, Resources for 
the Future (Washington: Government Printing Office, 1955) 
Vol. 1, p. 125. 

16P, C. Putnam, Energy in the Future (Van Nostrand, 
1953), p. 102. 

16 Op. cit., supra, note 2, pp. 764-5. 


other nations will be a retarding influence 
upon their adoption of atomic power. 


The mature economies of Western 
Europe and Japan seem most likely to 
use atomic power profitably within the 
next decade or two. These regions are 
already facing delivered fossil fuel costs 
twice or more those of the United States. 
Certain developing economies like 
Brazil, and perhaps underdeveloped 
countries as well, facing high costs of 
conventional fuels due to their transpor- 
tation over long distances may find ap- 
plications of nuclear power. But such 
applications will not be extensive for two 
reasons: (1) as we have noted, there is 
a dearth of markets for bulk consumption 
of energy in underdeveloped economies 
and (2) atomic power requires a large 
capital investment per unit of power 
output.'7? The adverse conditions in 
underdeveloped countries with respect to 
both points are well known. 


To be sure, we want to aid Western 
Europe, Japan, and underdeveloped 
countries in their search for energy 
sources. But it is not immediately 
obvious that we must build a large 
number of atomic power generating 
stations in the United States to do this. 
Nor is it clear that we have always been 
guided by a concern for the energy 
needs of other world areas. For ex- 
ample, instead of concentrating on atomic 
power, we might better assist the under- 
developed countries by advancing the 
technology of solar energy collection 
and storage. These countries lie in the 
most sunlit regions of the world. Solar 
heat collectors offer them smail inde- 
pendent power units and they can be de- 
signed to be labor-intensive rather than 


17 W. Kenneth Davis, “Capital Investment Required for 
Nuclear Energy,” Proceedings of the International Conference on 
the Peaceful Uses of Atomic Energy, Vol. 1 (New York: United 
Nations, 1956), pp. 290-302. . 
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capital-intensive.'* Both advantages are 
the opposite of those offered by atomic 
power. One can only speculate as to 
what might result from a national effort 
to develop solar energy comparable to 
the effort we are making to develop 
atomic power.'® 

Perhaps a better interpretation of our 
intensive interest in atomic power de- 
velopment views the peaceful atom as a 
symbol of the United States’ intentions, 
proof—over and over again—of Ameri- 
can interest in constructive applications 
of the potentially destructive atom. In 
the absence of clear economic motiva- 
tion such considerations would seem 
logically important. 

Our concern for the peaceful atom is 
not independent of the fact that we are 
the only nation to have actually used 
atomic weapons in warfare. Nor is it 
independent of the Soviet theme of some 
years back that American “electric utility 
monopolists” would never permit atomic 
power to threaten their investments in 
supposedly obsolete equipment. But 
probably more than either of these, 
atomic power is regarded as a manifesta- 
tion of American technological leader- 
ship. As the sputniks circled the globe 
last October many an American took 
refuge in our atomic progress. 


Social Costs 
If noneconomic considerations are to 
dominate, let us evaluate their social 
costs. If the psychology of a peace 
offensive is involved and if industrial 


18 A major problem in the development of improved solar 
energy storage techniques for the future will arise from the 
fact that large quantities of water (frequently used in present- 
day storage systems) are not available in many of these 


ions. 
19 Public policy has become increasingly alive to the need 
for small power units in underdeveloped countries and to the 
foreign exchange problems created by the capital invest- 
ments (and other aspects) of atomic power. See National 
Planning Association, “Summary of Findings—Policy 
Suggestions for the Future,” in Productive Uses of Nuclear 
Energy (Washington: 1957), Ch. 6. There is no sign, 
however, that our emphasis has shifted from atomic to 
solar energy as a result. 


technological novelty is a goal in its own 
right, these facts had best be noted and 
compared with social costs. Perhaps in 
the process we will gain insights into one 
aspect of the techno-economic rivalry 
that is coming to play an important part 
in the cold war. 

Civil Byproducts. First, let us recognize 
as we have never done before, a public 
interest in civil byproducts of defense 
technologies. This is a point in favor 
of atomic power development though 
not necessarily in favor of the present 
crash program. 

Military objectives have already led to 
the conduct of much of the necessary 
basic research for civil atomic power, 
have stimulated exploration for uranium 
ores, and have created the refining, fuel 
enrichment and fuel reprocessing facilities 
that give the nuclear power industry a 
supply base upon which to build. The 
facilities for fuel enrichment and re- 
processing even today are publicly owned 
though there is every reason to think that, 
as the atomic power industry grows, 
these activities will be conducted in the 
private sector also. Until that time, the 
civil power industry will benefit from 
whatever economies of scale result from 
the joint production of fissionable ma- 
terials for both military and civil power 
programs. 

It is likely that similar situations can 
be found elsewhere in our defense pro- 
gram—that other civil developments 
might gain from a base already es- 
tablished at public expense. Resulting 
benefits are social windfalls not properly 
charged to civil applications because in- 
curred in the first instance solely for the 
purpose of advancing a defense goal. 
It goes without saying that in such cir- 
cumstances the public interest requires 
efforts by public authority to ensure 
workable competition in such by-product 
applications. 
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Federal Research. The Atomic Energy 
Commission is financing and directing re- 
search specifically for civil atomic power. 
This began with five selected reactor 
concepts in 1954 under the title of “‘Five- 
Year Power Reactor Development Pro- 
gram” but has since been expanded to 
cover eleven reactor concepts and appears 
to have lost its five-year terminal feature. 
The writer estimated that financial com- 
mitments for this work will total $500 to 
$600 million through fiscal year 1958.?° 


The fact of federal sponsorship of re- 
search is not in itself evidence of non- 
economic goals. Research, even for com- 
mercial purposes, may require amortiza- 
tion over a longer time period than pro- 
vided by the patent system or by most in- 
dustrial planners. And it may give 
social benefits so diffused over a range 
of industries that no one business organ- 
ization would find sufficient incentive to 
support the work. Atomic power fits 
this description well. At the same time, 
there are undoubtedly costs of speed in 
the present program. All eleven of the 
projects are being pursued simultane- 
ously. If taken up with more respect for 
time sequence, one would normally ex- 
pect cost savings. 


Demonstration Projects. The next phase 
in public aid looks toward the construc- 
tion and operation of full-scale generat- 
ing stations. AEC has called for power- 
plant proposals from American electric 
utilities on three separate occasions, 
specifying each time different kinds of 
plants and different types of financial 
assistance it would provide.?! At last 
count (January 1958), there were eleven 
demonstration projects underway or in 
negotiation. ** 


%¢ Op. cit., supra, note 2, pp. 772-5. 
1 Details are found in Tybout, of. cit., supra, note 2, 
pp. 775-80. 
j % Atomic Energy Commission, of. cit., supra, note 1, p. 
01. 
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Financial assistance includes construc- 
tion and AEC ownership of the atomic 
reactor itself (in some cases), design and 
engineering subsidy, training and ex- 
perimental aids in operation, and waiver 
of interest charges on fissionable materials 
provided on loan from AEC. The 
value of these aids available in appropria- 
tions through fiscal year 1958 is $159 
million. ?* 

There are three civil atomic power sta- 
tions in construction that do not depend 
upon Demonstration project assistance 
but do benefit, along with all other civil 
reactor power projects, from general 
purpose public aids. 

General Purpose Aids. Civil atomic 
power plants benefit from the grant of 
five-year rapid tax amortization avail- 
able to them but not to conventional 
electric power facilities. *4 

Second, AEC has announced prices at 
which it will buy regenerated fissionable 
fuels from atomic power plant operators. 
Such fuels can be produced in the course 
of consuming other fissionable fuels lead- 
ing to the novel technological fact that 
nuclear energy and new nuclear fuels can 
be created as joint products. The Com- 
mission’s prices exceed its own estimates 
of the long-run commercial value of the 
fuels it will buy by such an amount as to 
have the effect of subsidizing an addi- 
tional 10 to 25 percent of the cost of 
atomic power as long as they are main- 
tained.25 AEC has announced that it 
will support present prices at least 
through June 30, 1963.7° 

Third, by recent legislation Congress 
authorized AEC to indemnify reactor 
operators for up to $500 million of third 
party liability arising from an atomic 


3 Tybout, op. cit., supra, note 2, Table 15, p. 776. 

% Ibid., p. 782-3. 

26 Percentages based on calculations by the author. Jbid., 
pp. 780-2, 794. 

26 Atomic Energy Commission Press release No. 1060, May 
118, 957. 
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disaster.27_ The financial costs of this 
measure are entirely speculative in the 
absence of actuarial data on atomic acci- 
dents though it is interesting to note that 
the maximum liability insurance made 
available by the private insurance in- 
dustry is $60 million and this only by 
combining two pools made available by 
stock and mutual insurance companies, 
respectively.28 Moreover, when we con- 
template nuclear disaster, we cannot ig- 
nore the genetic effects of radiation: 
Traditional concepts of compensation 
are hardly relevant for this problem 
though one cannot overlook it in a social 
accounting. Essentially, we are faced 
with a choice between the costs of atomic 
power today, as affected by protection 
and safety arrangements, and the biologi- 
cal welfare of succeeding generations. 

Another aspect of the radiation prob- 
lem need involve no atomic accidents. 
This is the question of radioactive waste 
disposal and environmental safety. We 
have not yet found a better method of 
disposing of radioactive waste products 
than by underground or deep-sea burial 
in tanks and vaults. Even this approach 
has its dangers, particularly over the 
centuries-long periods that serious radio- 
activity may persist. By moving ahead 
with atomic power plants at maximum 
speed we are adding to the burden of 
disposal before all efforts can be made to 
find an optimum solution.?* 

Electric Utility Rate Regulation. A final 
source of financial assistance is material- 
izing from a rather surprising quarter— 
state public utility regulation. Con- 
ceived as a device for the protection of 
consumers, public utility regulation ap- 
pears destined to serve the interests of 


*7 Public Law 256, 85th Congress, 1st Session, Approved 
September 2, 1957. 

28 Tybout, op. cit., supra, note 2, p. 785. 

**For some indication of problems yet to be solved, see 
Atomic Energy Commission, op. cit., supra, note 1, p. 135-6 
giving recommendations by a special committee of the 
Earth Sciences Division of the National Academy of Sciences. 
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producers in providing a vehicle for full 
recovery of atomic power costs not other- 
wise covered despite the fact that these 
costs will be significantly higher than the 
costs of conventional power. 

This is being done in two ways.?° 
First, in some atomic power plants jointly 
sponsored by groups of electric utilities 
the cost of the atomic plant itself is 
charged to operating expenses of the par- 
ticipating utilities as a research and de- 
velopment cost. Operating expenses of 
the atomic power plants will then appear 
(when these plants come into operation) 
as total costs of power production and are 
not likely to be judged unreasonable on 
this basis. 

In judging the merits of this practice 
we note that the construction of full- 
scale electric-generating facilities is not 
within the usual meaning given to re- 
search and development. It is doubtless 
true that valuable lessons will be learned 
in the process of building and operating 
atomic power stations. But in unregu- 
lated businesses a new technology must 
lead to costs no higher than competing 
technologies before it can be introduced. 
Otherwise the sponsoring firm would 
never attain the volume of sales necessary 
to permit improvements to be realized 
from operating experience. 

The concept of research and develop- 
ment can hardly be limited if inter- 
preted to cover cost reduction from plant 
operations in new fields of technology. 
For example, merely by virtue of the 
growth of an industry, service and supply 
facilities become more specialized and 
lead to economies (external economies) 
which have nothing directly to do with 


30 The author’s original analysis of this topic appears in 
“The Public Investment in Atomic Power Development,” 
Law and Contemporary Problems, Winter, 1956, pp. 80-82 and 
is brought up to date in op. cit., supra, note 2, pp. 787-92. 
The latter reference includes an important typographical 


error in Table 17. The words “not allowable” in column 
(3) of that table should be changed to read “information 
not available”. : 
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the operation of plants in the industry but 
nevertheless lead to cost reductions in 
those plants. The concept eventually de- 
volves into the familiar “infant industry” 
case. *! 


The second approach is less subtle. 
Some atomic power installations are 
being constructed on the obvious assump- 
tion that full costs of atomic power will be 
reimbursed (presumably with a fair re- 
turn on fair value) through normal rate- 
making practices. In all such cases 
known to the author, no certificate of 
public convenience and necessity or other 
legal device requires the state regulatory 
body to inquire into the electric power 
generating technology: which the utility 
proposes to use. Apparently the assump- 
tion is that least-cost technologies will 
always be installed. This assumption we 
now find fallacious in the case of atomic 
power. 


If public utility regulation cannot 
assume that least-cost technologies will be 
followed, the only obvious remedy is to 
suggest more extensive regulatory in- 
quiry into production technologies as a 
preliminary to their adoption. Electric 
utilities are not organized for nor are they 
intended to represent the public interest 
in the same way that regulatory com- 
missions or the AEC are. A decision to 
install high cost technologies at the con- 
sumer’s expense accordingly requires 
review by appropriate public authority. 


Evaluation 


The overall pattern of public aid re- 
flects the unmistakable priority given civil 
atomic power. We expect to be able to 
generate atomic power as cheaply as con- 
ventional power by the late 1960’s.*? In 


%1 The question of whether the costs at issue should be 
disallowed goes beyond the principles that are relevant here, 
and into matters of legal status. The matter should be 
brought into line with economic principle, but not so rapidly 
as to create serious inequities. 

32 See Tybout, of. cit., supra, note 1, pp. 758-60. 
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the meantime atomic power plants will 
be subsidized by a variety of devices 
leading to costs in the hundreds of 
millions of dollars but probably not as 
much as a billion dollars. Projections of 
atomic power costs are too uncertain to 
permit a more exact estimate in dollar 
figures.** In addition there is the $500 
to $600 million of federal research ex- 
penditures committed to date plus almost 
certain increases in these. 


The expected economic benefits are 
conspicuous by their unimportance. 
Granted the long-term significance of 
atomic power, it will not solve the fluid 
fuels problem; and electricity generation 
from coal seems safe enough for the re- 
mainder of the present century, at least in 
the United States. The most that could 
be expected on the basis of domestic 
energy needs would be a long-range 
systematic civilian power research pro- 
gram. 


A better case can be made for atomic 
power development from the standpoint 
of foreign policy. We know that ex- 
penditures of the above order of magni- 
tude are not at all unusual in foreign 
aid programs. And many would make 
the impressionistic judgment that civil 
atomic power development is well worth 
the cost in foreign policy results. Before 
we slip into easy agreement let us review 
some other aspects of the problem, most 


33 The difference between the cost of atomic electricity 
and that of conventional power is estimated on a Ifetime 
basis for both types of plants built in the time period over 
which atomic power costs exceed those of conventional 
power. To the extent that this difference is not covered by 
subsidy, it will be subject to regulatory approval as a charge 
against rate payers. 

Using atomic power cost and installed capacity pro- 
jections made by AEC officials and other experts in 1954 
and 1955, the author estimated that atomic electricity would 
cost the public $1.4 to $1.8 billion more than would the 
same amount of conventional electricity from plants built 
prior to the establishment of low cost atomic power. See 
“The Public Investment in Atomic Power Development,” 
loc. cit., supra, note 30, pp. 82-4. More recent projections 
of atomic power capacity by the same sources have been 
scaled down, while projected costs are now regarded as more 
indefinite. 
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of which can never be represented by 
exact dollar figures. 


The assault on the public utility con- 
cept is probably best interpreted as a 
product of the national priority for 
atomic power. In order to accommodate 
the high costs of atomic power, the term 
“research and development” is being 
interpreted to cover plant costs and the 
least-cost-technologies tradition is being 
jeopardized. Never a robust creation 
the public utility concept might have 
continued to perform more or less 
adequately in the absence of so powerful 
an adversary. 


Environmental safety from radioactive 
contamination still presents unsolved 
problems for mass storage of waste ma- 
terials. The possibility of extraordinary 
third party damages is recognized, to say 
nothing of genetic effects. 


Perhaps we 
shall never be completely secure against 
biological effects of radiation. But a 
more deliberate approach to atomic 
power would increase our chances. 


The conclusive fact from the author’s 
standpoint is that the most important of 
these social costs will arise from the 
premature installation of a large volume 
of atomic kilowatt capacity. The federal 
subsidy, the damage to public regulation, 
and the dangers of radioactive contami- 
nation would be mitigated, if not elimi- 
nated, by a postponement of the installa- 
tion of most full-scale stations until 
technologies are better established. It is 
hard to believe that laboratory, pilot 
plant and prototype models could not 
provide for a better approximation of 
conventional power costs before generat- 
ing installations are constructed. At the 
same time, it should be possible through 
research and development to continue to 
reap the psychological dividends that 
come with scientific leadership in one of 
the areas where the United States and 
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the Soviet Union match technological 
prowess. 


The significance of atomic power for 
underdeveloped areas is questionable for 
the foreseeable future, as we have noted. 
One can imagine many forms of eco- 
nomic aid that would have a more direct 
bearing on the welfare of underdeveloped 
nations. Over the longer haul the pos- 
sible role of atomic power will depend on 
rather considerable improvements in the 
cost of power from small-scale installa- 
tions, underscoring the relative impor- 
tance of research results as compared with 
operating plant experience. 


Perhaps the most that we have to gain 
from building a large number of atomic 
power generating stations is the ex- 
perience it gives American reactor manu- 
facturers so that they can compete in the 
design and construction of European and 
Japanese atomic power installations. As 
previously noted, we expect atomic 
power to offer economic advantages first 
in these regions. But even this gain is 
primarily illusory in the sense that it 
will be achieved in part from the role 
American manufacturers are playing in 
the construction of military reactors. 
Compare the statistics in the first para- 
graph of this article. Civilian reactors, 
of course, give more direct experience in 
the design of other civilian reactors. But 
the net advantages of a heavy domestic 
atomic kilowatt program become more 
than doubtful when pursued to this point. 


On the other side of the ledger, atomic 
power has provided a valuable service in 
shaking our preconceptions of govern- 
ment in a cold-war economy. Just as the 
Einstein mass-energy relationship has 
shaken secrets out of hidden pockets of 
the universe, so has its administrative 
result, the atomic energy program, 
shaken our neglect of the public interest 
in defense technologies. Civilian atomic 
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power is, after all, a by-product of 
technologies developed for defense. 


There may well be social advantages in 
developing commercial by-products of 
other military technologies and there is 
the usual public interest in the creation of 
competitive industries to adopt the re- 
Whatever we may conclude 


sults. #4 


3¢ The author has a forthcoming monograph on the effects 
of AEC policies to create competition in atomic supply 
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about the substantive merits of atomic 
power promotion, the procedural ex- 
periences of the Atomic Energy Com- 
mission in preparing a civilian industry 
for commercial atomic energy will be of 
lasting value. 


activities, as determined by mail survey. See The Atomic 
Products Industry (The Ohio State University Bureau of 
Business Research). 





The “Price-Less” Land of Israelt 
By ALEX RUBNER* 


HIS ARTICLE describes the condi- 

tions under which the Jews—consti- 
tuting about 92 percent of Israel’s 
present population— rent their farm- 
ing land. It will be shown that 
only a nominal rent is charged by the 
two public landlords who own nine- 
tenths of the area now being cultivated 
by the Jewish farmers. This system has 
induced a serious misallocation of factors 
within the agricultural sector and has 
distorted the price-and-cost structure of 
Israel’s farming output. 


Political Back ground 


The roots of modern Jewish coloniza- 
tion in Palestine—on the major area of 
which was established the state of Israel 
in 1948—can be traced to the political 
concepts of the World Zionists Organiza- 
tion and the charitable (and politica!) 
aid which Jewish communities of many 
countries bestowed upon those “who 
returned to Zion.” 

One of the pertinent tenets of the 
Zionists creed was the declared urge to 
change theoccupational structure of the 
Jewish group. The striving for a 
sovereign state was tied firmly to the 
idea that the economic life of the Jews 
must be “normalized” and that, in 
particular, a class of Jewish farmers 
should be called into existence. 

The bulk of Zionist philanthropy was 
directed towards the aim of manufactur- 
ing farmers. The sons and daughters of 
Jewish European middle-class parents 

¢ The author acknowledges his indebtedness to Marion 
Clawson, economist with Resources for the Future, In- 
corporated, of Washington, D. C., and for the years 1953 
and 1954 special advisor to the Israeli Government. Mr. 
Clawson helped compile a handbook on Israeli agricultural 
economics and the present author has had access to some of 
his analytical writings (unpublished). 

* Formerly, Economic Advisor to the Minister of Finance, 


Israeli Government; currently, Member of firm of Economic 
Consultants, London, England. 


who went as pioneers to drain the swamps 
of Palestine looked upon becoming farm- 
ers as a religious vocation. These young 
pioneers who felt that they were purify- 
ing their sculs by working on the land 
were pointed out to visitors to the Holy 
Land as the outstanding example of the 
power of the Zionist idea to revolution- 
ize Jewish life. Many of the leaders of the 
present Israeli society began their life 
in this part of the world as agricultural- 
ists; until recently themembers of the co- 
operative farming communities were re- 
garded as the moral elite of the country.! 


Half a century ago the Zionist move- 
ment established the Jewish National 
Fund. Its directors, who declared them- 
selves to be the trustees of the Jewish 
group dispersed throughout the worlid, 
were charged with the task of acquiring 
land from the natives of Palestine. No 
accurate data on the volume of donations 
which reached it are available but it is 
known to have exceeded considerably 
the sum of 100 million dollars. The 
Jewish National Fund leased the acquired 
land at no rent, or only a nominal rent, 
to the (predominantly socialist) pioneers 
whose hearts were set upon becoming 
farmers. ‘This rent policy served, it was 
believed, not only the general Zionist 
purpose but also “protected the new 
farmers from the exploitation of rapacious 
landlords.”” The employment of Arabs 
on the land of the Jewish National Fund 
was prohibited and the hiring of Jewish 

Cf., A. Ezioni, “Agrarianism in Israel’s Party System,” 
The Canadian Journal of Economic and Political Science, August 
1957: “Recently a great number of special privileges ac- 
corded to agriculture have been subjected to public criticism. 
These privileges are presented as anachronistic relics from a 


time when agriculture was the privileged occupation of the 
nation... .” 
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labourers by the settlers was relentlessly 
discouraged.? 


The purchase of land and the establish- 
ment of Jewish villages also had political 
and military implications.* The Zionist 
land purchases were arranged in such a 
manner as to disperse widely the new 
villages over all the areas of Palestine. 
After the second world war the Zionist 
claims for a sovereign state began to. be 
examined on an international level and 
this land policy of the Jewish National 
Fund was turned to good account. A 
disproportionately large area was allotted 
to the Jews (out of the former area of 
Palestine) because the existence of Jewish 
farming settlements backed the Zionist 
claims to areas said to be populated by 
Jews and therefore to be incorporated 
within the proposed Jewish state. 


In the pre-1948 period the Jewish vil- 
lages provided the illegal Zionist army, 
the Hagannah, with opportunities to 
train its soldiers and store arms with 
relative impunity. But even today agri- 
cultural settlements are asked to perform 
acts which are of primary military value 
and often inimical to the material welfare 
of its members. The Israeli army also 
presses the government to settle new 
farmers near the frontiers in order to 
provide additional military safeguards 
against marauders and hostile infiltrators. 


2 There were also thousands of Jewish farmers who re- 
garded themselves as good Zionists but bought or leased land 
for the purpose of employing Arabs as wage labourers. The 
Zionist movement viewed such capitalist farming with dis- 
dain and the farmers who employed Arabs suffered much 
social ostracism at the hands of Socialist-Zionists who con- 
trolled the “official” colonization projects. 

3A. S. Hoofien, Annual Address, Bank Leumi, Tel Aviv, 
Israel, 1953: “The basic aim of our agricultura! policy 
during the Mandate was not the production of foodstuffs 
but colonization. Except for some periods during the 
second world war, the Arab fellaheen supplied food in 
plenty and cheaply. In order that the Jewish farmers might 
be able to sell their products, it was necessary to initiate a 
campaign of persuasion—and sometimes even force was 
used—to make the urban population buy the dearer Jewish 
agricultural produce. _ This fact alone shows that other 
factors, apart from the supply of food to the urban popula- 
tion, were the decisive elements determining the progress 
of Jewish agriculture ... .” 
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Although Israel has incorporated 
within its boundaries the larger part of 
the former state of Palestine, its leaders 
are aware of the declared designs of its 
neighbouring Arab states on its territory 
and especially on the sparsely populated 
lands to the south, the Negev. The 
Israeli authorities have stated explicitly 
that, in order to forestall future pre- 
tensions to its southern territory, its 
colonization program is planned pri- 
marily with this consideration in mind 
and does not aim at locating new settle- 
ments at the point of economic optimum. 


Farming Land Today 


The pattern of the land ownership of 
the total area of Israel is as follows: 


Government and government 
agencies 

Jewish National Fund 

Private Jewish landlords 

Private Arab landlords 


Approximately 412 million dunams® of 
arable land are being farmed in 1958; 
of this, half a million dunams are farmed 
by Arabs. Of the 4 million dunams of 
arable land which are cultivated by 
Jewish farmers only about 400,000 
dunams are in the hands of private 
landlords. 

Apart from exploiting more intensively 
the existing irrigated lands, Israel’s farm- 
ing can in the future grow only if (1) 
some of the submarginal land is amelio- 
rated; (2) some of the non-arable land 
is used for pasture; (3) irrigation projects 
(likely to add another one million 
dunams to the present one million 
dunams of irrigated lands) are executed. 
The land reserves for all these develop- 
ment schemes are almost entirely in the 


4 These are the author’s estimates based in part on data in, 
H. Halperin, Changing Patterns in Israel Agriculture (London, 
England: Routledge Company, 1957), p. 37. 

5 One acre is approximately four dunams. 
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hands of the State of Israel and the 
Jewish National Fund. These two public 
landlords intend to create in 1959 a 
National Land Company to which their 
present holdings will be transferred. 
The new company would then ad- 
minister under joint control 95 percent 
of the total land area and would become 
the landlords of 80 percent of the total 
farm land and 91 percent of that culti- 
vated by the Jews. 


What is the position of a person in 
Israel today who has the means to buy his 
own land and wishes to start up in farm- 
ing? In practice he can neither buy nor 
obtain a long lease on land held by the 
two public landlords for these—with a 
handful of exceptions—do not allot land 
to (so-called) capitalist farmers unless 
they are members of a cooperative group 
and undertake to employ no hired hands, 
buy their supplies from cooperatives, 
market their goods exclusively through 
cooperative marketing bodies, etc. Thus 
a prospective farmer who does not wish 
to operate his farm under such restric- 
tions has recourse only to the very limited 
land resources of private landowners. 
As the supply of privately-owned land 
which comes on to the market is very 
limited, it fetches a very high price and 
the rents asked for private leases are out 
of all proportion to those charged the 
cooperative farming groups by the public 
landlords. 


Eight of Israel’s numerous political 
parties-each maintain a colonization de- 
partment which establishes farming co- 
operatives (for new settlers) on an ideo- 
logical basis. The cooperatives are consti- 
tuted so as to yield the maximum political 
and /or religious homogeneity though 
actual membership of the organizing 
political party is sometimes dispensed 
with. The political parties are rewarded 
for their labours at elections when 
“their” villages may show a 100 percent 
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poll in their. favour. Farmers ‘who ex- 
hibit signs of disloyalty after they have 
been settled on their homestead have 
been known to be expelled from the co- 
operative for expressing strong dissent- 
ing views or when suspected of not voting 
for the organizing political party. 


The two chief forms of agricultural 
cooperatives are the Kibbutz and the 
Moshav.® The political patrons of these 
cooperatives arrange for their villages to 
receive the most lucrative capital sub- 
sidies that political bargaining can yield 
and the secretary/treasurer of the co- 
operative negotiates for a long, collective 
lease of land with one of two public land- 
owners. 

Size of Rent 


In Israel the amount of agricultural 
rent is not based on such factors as the 
length of the lease, the quality or loca- 
tion of the land, the services rendered by 
the landowner, etc., but depends largely 
upon the arbitrary decisions of the public 
landowners. The author collected, in 
the summer of 1956, comparative data 


on the rents paid by different farmers in 


a specific area in the central part of 
Israel. All the rents quoted below refer 
to more or less similar arable land with 
access to irrigation facilities: (a) In the 
Arab village (within the area investi- 
gated) the general practice was for the 
landlord to charge rent in kind—the pro- 
portion being one third of the crop. 


(b) A Jewish capitalist farmer paid a 


The Aibbutz (plural, kibbutzim) has been likened to a 
“secular monastery.” (See A. Hovne, The Labour Force in 
Israel, Jerusalem, Israel: Falk Project for Economic Re- 
search, 1956). Its members receive no money wage, eat in 
communal dining halls, elect their managers at general 
assemblies by open voting. All property is owned jointly 
and every member is available daily for work assignment by 
the elected director. 

The moshav (plural, moshavim) is a cooperative smallholders’ 
settlement. Its members elect the management and this in 
turn is authorized to impose important limitations upon the 
economic behaviour of the individual settler particularly his _ 
right to employ outside labour. There are joint purchasing, 
marketing, “cultural”? bodies, membership in which is 
compulsory. 
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Jewish landowner IL 24.500 per dunam 
for a one-year lease.” (c) A small strip 
leased from a government agency for a 
short period to a Jewish capitalist 
farmer at an annual rent of IL 5 per 
dunam. (d) Two kibbutzim were 
charged an annual rent of IL 0.400 per 
dunam for a long lease from the Jewish 
National Fund. 


When measured as a percentage of the 
gross expenditure of all Israeli farmers, 
agricultural rent has been a rather con- 
stant item—0.6%.* The theorists of the 
Jewish National Fund have said that 
they regard “2% of the crop value, ex 
farm” as a “‘just rent” but neither of the 
two public landlords adhere to this rule 
when letting the land under their control. 
In 1955 the total rent income of the 
Jewish National Fund (including rent for 
non-arable land) was IL 1% million. 
The Government collected in that year 
rent from its farming land amounting to 
only IL % million.* The above per- 
centage of rent as an expenditure item 
by all Israeli farmers includes, of course, 
the high rent paid by the private Jewish 
farmers and the rent payments in kind of 
some Arab farmers. Consequently, it is 
not unreasonable to impute a rent pay- 
ment of 0.4%—out of the total value of 
their agricultural output—to the col- 
lective settlements. 


We have already referred to the fact 
that the public landowners do not usually 
lease any of their land. for long periods to 
capitalistic farmers. It has proved im- 
possible to ascertain which rules are 
applied to short leases of irrigated land. 
Such leases seem to fluctuate between 
IL 5 and IL 8 per dunam but there have 


7The Israeli pound is usually written, “IL,” and its 
Official exchange is $0.56 but unofficially it is between 
$0.33 and $0.40. 

8M. Noam, National Income Originating in Israe?'s Agri- 
culture (Jerusalem, Israel: Central Bureau of Statistics, 
April 1956). 

®*Ministry of Finance, Explanatory Notes on the Budget 
Proposals for 1956, Jerusalem, Israel, Feburary 1956. 
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been cases where, for reasons of special 
privilege, as little as IL 1 was charged. 


Through the courtesy of the head office 
of the Jewish National Fund, the author 
was permitted to examine a contract 
which its directors had signed in 1951 
with a negotiating body representing 
several hundred settlements. The Jewish 


‘National Fund does not charge the 


kibbutzim and moshavim a rent per 
dunam leased but fixes a _ unitary 
rent per land unit and each village is 
allocated a number of land units which 
equal the number of family units. The 
concept of a land unit is that each family 
should be allocated only as many dunams 
of land as it is capable of working without 
outside aid. The size of the land unit is 
determined by the anticipated main 
farming activity of the new village and, 
in part, by the availability of irrigation 
facilities. They are designated as “dairy 


units,” ‘‘citrus units,” “intensive cultiva- 


‘tion units,” “unirrigated land units,” etc. 


and consist of 17 to 50 dunams. The 
contract referred to above ‘provided for 
a 49-year lease but reserved the right of 
the landlord to revise the rents after seven 
years. The rent charged per land unit in 
the 1951 contract was IL 12; ie., be- 
tween IL %4 to 1% perdunam.’® I have 
found, however, that this collective agree- 
ment in reality provides terms for the 
maximum rents and that most settle- 
ments manage, by individual bargain- 
ing, to pay lower rents. As both of the 
public landlords would regard it as anti- 
social to bring action in court against 
farming settlements for non-payment of 
rents it is not unusual for young coopera- 
tives to run up rent arrears for several 
years. 


1° The contract provided for villages on whose lands in- 
dustrial plants had been erected to pay increased rents. 
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A Digression on Israel’s Water Resources 


The sources of water in Israel are con- 
centrated in the north of the country. 
They are the rivers which can be utilized 
for irrigation, the accumulating ground- 
water and the rainfall. All decrease in 
quantity as one passes from the north to 
the south. It is possible to dryfarm one 
crop per year in the north but the crop 
value per dunam can be augmented 
manifold by additional irrigation. The 
south has an arid climate which allows for 
practically no farming without irrigation. 

Organized irrigation schemes are 
therefore an integral part of agricultural 
development. Until the state was es- 
tablished such schemes as existed pro- 
vided for transporting the water over 
only short distances and most Jewish 
intensive farming (particularly citrus) 
utilized the groundwaters by the boring 
of artesian wells. The cost of water was 
then relatively cheap. 

The State has since financed national 
projects which transfer, to the south, a 
substantial proportion of the waters of the 
north and center—mainly by means of 
steel or concrete pre-stressed pipes the 
largest of which have so far been 66 
inches, but bigger ones are planned. In 
1960 the third and last phase of opera- 
tions is scheduled to begin and aims at 
transporting the headwaters of the Jordan 
to the south—a distance of up to 160 
miles. Whilst many irrigation projects 
in the world produce power as a by- 
product, in Israel the transfer of water 
by expensive pumping methods under 
pressure consumes power, obtained mostly 
from independent diesel prime movers. 

Irrigation costs are expensive in Israel 
not only because water is transported 
over long distances, but also because some 
of it is pumped up to hill settlements 
(e.g., the village of Manarah) as high as 
half a mile. From the standpoint of 
economic logic, Israel’s water resources— 
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which are not sufficient to irrigate all 
the available arable land—should be 
used in low-lying areas and on farms in 
the north and the center of the country 
near the sources of irrigation supplies. 
I have indicated in the introduction what 
political and military considerations have 
prevailed upon the planners to irrigate 
the far south and to pump water uphill to 
farming cooperatives in mountainous 
districts. 

It will become apparent later why it 
is relevant to quote data for the average 
water price. In 1958 the average price 
of Mekoroth!' water per cubic meters 
was IL 0.043.!2 Marion Clawson has 
estimated (in unpublished memoranda) 
that in 1960 the average price of Israeli 
irrigation would be IL 0.053; such an 
average price would mean that most farm 
produce (except vegetables and citrus) 
would be bearing a water cost equivalent 
to 20-40% of their ex farm value. 

An economist of the Ministry of 
Agriculture has estimated the costs of 
supplying one cubic meter of water to 
farms in the north, as compared to farms 
in the south, as 1 : 7.43 In 1958 the 
extreme price range of Mekoroth irriga- 
tion water extended from IL 0.007 in the 
north to IL 0.181 for a hill settlement also 
in the north and IL 0.178 for a coopera- 
tive village in the extreme south. 


The Ideal of Mixed Farming 
With some _ exceptions—the most 
prominent being liquid milk—lIsraeli 
farmers are not paid by their cooperative 
marketing organizations, ex farm but 
after delivery to the urban marketing 
centers. As most of the produce is 
destined for the urban conglomeration 
of the Tel Aviv area, farmers are bearing 
“at Mekoroth is a semi-public water company which 
controls an overwhelming portion of the irrigation waters. 
It is financed by the State of Israel and the Zionist movement. 
121, Duvdevani, “The High Cost of Water,” Davar 
Journal, April 17, 1957. 
13 E. L. Levie, “Water Costs as a Factor Limiting Produc- 
tion,” Haaretz Journal, June 8, 1955. 
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greatly varying transport costs. It is 
self-evident that in a free market 
economy, which includes also the free 
sale of land, farming land near the urban 
centers fetches relatively higher prices 
and such land would be used primarily 
for the growing of high-value products 
and /or perishable goods, e.g., milk, eggs, 
vegetables. Indeed, insofar as capitalist 
farmers have been able to acquire land 
near the cities, they have tended to use 
it exclusively for this purpose. 


The socialist planners of Israel’s agri- 
culture, however, aim at ‘“autarchy” 
within each farm unit. They are, on the 
whole, opposed to a division of labour 
within the farming sector which could be 
construed to mean that farmers would 
concentrate exclusively upon one branch 
of activity. It is argued that Jews can be 
_turned into a class of farmers only when 
they become emotionally attached to 
their homestead and this purpose, it is 
said, is served best by practicing mixed 
farming—this including the keeping of 
livestock and the production of milk for 
the urban markets. The American grain 
farmer, who—like a town dweller—buys 
his bottled milk from a shop, is viewed 
with abhorrence. 


The director of the State Agricultural 
Bank expressed this official attitude when 
he scorned the economists who proposed 
that Israel’s farmers should specialize in 
accordance with the location of their 
lands: 


“. . .. thus they want to bring about in 
agriculture a division between the producers 
of raw materials and those who are to process 
them; logic and commercial experience will 
: show that the raw materials must necessarily 
be cheap and the processed goods dear. The 
result would be that there would come into 
being a further stratus—between the town 
and the village—and we would have sub- 
urban rings of dairy and poultry farms that 
receive their raw materials from distant 
areas... just as the urban industry re- 
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ceives its raw materials from the colonies and 
agrarian countries.” 


During the severe foreign currency 
crisis of 1949-53 the economic minister, 
Dr. Bernhard Josef, planned to make 
Israel’s poultry and dairy farmers self- 
sufficient in grains. Under normal mar- 
keting conditions farmers near the towns 
would have bought the grains grown by 
farmers on the low-priced land away from 
the towns. Dr. Josef’s ministry opined 
that such a division of labour was repre- 
hensible as it turned farmers into traders 
and the poultry and dairy farmers were 
encouraged to grow—even on their ex- 
pensive land near the towns—a part of 
their needed grains.!® 

Foreign economic advisors and some 
Israeli ‘‘rebels” (e.g., R. Weitz) have 
been eloquent about the obvious disad- 
vantages which flow from the unmodified 
ideal of mixed farming but they have 
failed to make much headway. Conse- 
quently, some of Israel’s hill settlements 
and even villages in the far south trans- 
port over long distances to Tel Aviv high- 
value produce, which has been grown 
at a high irrigation cost. 


‘The Water Price of Land’ 


We have shown that for all practical 
purposes a family wishing to take up 
farming must join one of the cooperative 
settlement groups which are organized 
by the eight political parties. Having 
joined, the settlement group is given little 
say by the Zionist and Government 
colonization departments as to the area 
in which it will be allocated public land. 


14H. Halperin, “Considerations Affecting Our Settlement 
Policy,” Economic Quarterly (Tel Aviv, Israel), September 1953. 

15 In some cases, settlements in the north were “permitted” 
to use grains grown in the south. Lest, however, the prin- 
ciples of self-sufficiency of each land unit be breached, the 
lands in the south were leased to the northern settlements. 
The cooperative villages had to trek with their machinery 
and men, sometimes as far as 120 miles, to the south for the 
sowing and harvesting of the grain. For ideological reasons 
the leased areas of the south were regarded as part of the 
northern settlements and the danger of trading in grains 
was averted. 
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True, insofar as the nominal rent pay- 
ment is concerned, it matters little to the 
farmers whether they are allotted land 
100 miles to the north or south or 10 
‘miles east of Tel Aviv. The accidental lo- 
cation of their new homesteads will be, 
however, a determinant fact when the 
transport costs are calculated and par- 
ticularly when the price of the irrigation 
facilities is taken into consideration. In 
fact, the latter consideration is so momen- 
tous that under conditions of a free- 
market economy the price of farming 
land in Israel would probably be most 
decisively determined by the proximity 
of the land to the sources of cheap irriga- 
tion water. 

The Israeli farming sector finds itself 
in an anomalous position because on the 
one hand 91 percent of the farming land 
pays an ipso facto equal rent and on the 
other hand irrigation costs vary widely 
and are a very important cost-element to 
the agricultural producer. Therefore, 
schemes are afoot to introduce real rent 
differentials by means of the water price, three 
of which are summarized below: 

(1) The Zionist colonization depart- 
ment and the Ministry of Agriculture 
pay farmers in areas which: have a high 
water price a subsidy, not per dunam 
farmed, but per cubic foot of water bought. 
Many view this scheme with favour and 
are demanding that it be extended even 
further in the future. '® 


(2) On a modest scale, Mekoroth is 
“averaging” the water prices which it 
charges though for institutional reasons it 
is unable to do this as fully as most of its 
directors would like. The tendency to- 
wards equalizing the water prices is pro- 
nounced though it is unlikely that Meko- 
roth will finally arrive at one mean price 


18 The Israeli Government is subsidizing, though in a 
disguised manner, the operations of Mekoroth. These 
subsidies have the effect of lowering the average supply 
curve of the irrigation waters which does not concern us in 
this discussion. 


for its water as some extremists demand. 
This semi-public water company has, 
however, volunteered its services to the 
Ministry of Agriculture saying that it is 
prepared to act on its behalf as a “‘rent 
collector,” i.e., to tax the surplus profits 
of those who find themselves fortuitously 
settled in the north by charging them a 
higher water price. Those directors of 
Mekoroth who are protagonists of the 
“water taxation of land” have received 
influential support, though the support is 
by no means unreserved amongst the 
socialist planners of Israel. An impor- 
tant official of the Ministry of Agriculture 
wrote the following in support of the 
Mekoroth aspirations to tax the surplus 
profits of the more profitably located 
farmers. : 


‘It is neither fair nor just that the settler who 
has by chance been brought to the Hule 
Basin (in the north) in order to engage there 
in farming, should reap completely and ex- 
clusively the benefit from the cheap water 
costs of the area simply because he is acci- 
dentally near the source of water supply for 
irritation; if the Government pursued such 
a policy, it would force the farmer in the 
south—who happens to live in an arid area— 
—to bear alone the heavy investment ex- 
penditure upon the irrigation schemes and 
the costs of the pumping—both of which 
account for the higher price of the water (in 
the south) . . . . the Government must fix 
mean water prices.”’!” 


(3) A new proposal is now being 
canvassed by prominent farming leaders 
to inject—via the water prices—dis- 
guised rent differentials into the farming 
economy. It is suggested'*® that the 
Ministry of Agriculture should formulate 
some statistical abstraction of a water 
burden that could be (or should be) 
born equally by all farmers and would 
become a constant (percentage) expendi- 
ture item in all farm products. This 

117A, Amir, “The Water Price in Agriculture,” Economic 
Quarterly (Israel: Tel Aviv), October 1954. — 


18 Cf., for example, Z. Karib, “The Price of Water,” Ibid., 
August 1958. 
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percentage would become the measuring 
rod of Mekoroth and—depending on 
climatic and soil conditions and the type 
of produce grown—the water company 
would charge farmers at such selective 
prices as to ensure that the water cost in 
the production schedule did not: rise 
above or fall below this percentage. If 
this ideal situation were reached, the 
price of water could then be completely 
separated from its production cost and 
the accidental benefits accruing today to 
settlers near the sources of cheap irriga- 
tion supplies would disappear. 


A Distorted Price-and-Cost Structure 
The policy of charging equal rents— 
and very low ones at that—for land with 
greatly varying economic attributes has 
led to a serious misallocation of resources 
within the farming sector.!® The. in- 


tensified “‘stickiness” of land as a factor 
of production has made the farmer in 


Israel even more immobile. The land 
policy of the two public landowners has 
deprived the successful farmer—this ap- 
plies particularly to the Moshav—of the 
opportunity to increase his farm hcldings. 


The induced misallocation of resources 
has been recognized by the authorities, as 
a direct consequence of the rent policy, 
and several attempts have been made to 
eradicate the evils by physical controls 
and government decrees.?° These meas- 
ures have failed to achieve their aim, 
hence the different proposals to plan 
economically the farming sector by charg- 
ing water prices unrelated to the costs 
of irrigation supplies. 


One might well ask, however, whether 
the new price policies for water are not 


19 This is not the only cause. For other contributory 
causes see, A. Rubner, “Problems of Israel’s Economy,” 
Commentary, September 1958, p. 210. 

20 The Ministry of Agriculture had to issue several crop- 
growing directives, e.g., prohibiting the planting of 
fruit trees except on hills; discouraging the Jewish National 
Fund from planting trees for aesthetic reasons on non- 
arable land with an alternative use as pasture, etc. 
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likely to create even more serious anoma- 
lies. Some of Israel’s farm products can 
be grown comrrercially only if they have 
the benefit of relatively cheap irrigation 
facilities and this is especially true in the 
case of citrus fruit which must compete 
on the world markets. Clawson has 
demonstrated that some Israeli products 
sell today for less money than would be 
expended by the farmers to pay for the 
water element in their production costs 
if the policy of averaging water prices 
had been fully realized. 


Once it was thought that Israel had 
more water resources than could be 
utilized for the irrigation of the available 
arable land. Today we know that 
Israel’s water potential is not sufficient to 
provide irrigation for all the arable land 
area and some agricultural land cannot, 
therefore, be cultivated economically. 
What areas then should be left unculti- 
vated? In an economy in which land has 
a market price the answer is relatively 
easy to discover. Until now, Israel’s only 
criterion for an economic solution to this 
problem has been the varying cost of 
supplying water to different districts. 
Once the weapon of this criterion is 
blunted by an equalized—or arbitrarily 
chosen—water price per cubic meter 
consumed, areas which have high irriga- 
tion costs may well be receiving water at 
the expense of farm lands which have low 
irrigation costs but will nevertheless re- 
main uncultivated. 


The task set in this article was to 
describe rather than to prescribe. Yet the 
conclusion which presents itself, namely 
the need to introduce wide rent differ- 
entials, is too obvious to need much 
elaboration. The fact that the two 
public landowners control the over- 
whelming part of the land should make 
it easier for Israel’s socialist planners to 
agree to the charging of economic rents. 





An Index of Resources Development with 
Special Reference to Brazil 


By JOHN R. P. 


Introduction 


iL problem proposed here for solu- 
tion is the calculation of a representa- 
tive index which will measure the degree 
of resources development attained in a 
given area. Brazil was chosen to test 
the validity and meaningfulness of such 
a concept; and calculations were carried 
out separately for each of the twenty-four 
units of the Federation and for the 
country as a whole.! 


By use of this index it is intended to 
shed some light on phenomena usually 
associated with economic growth. In- 
come is a widely accepted measure of such 
growth; the present index is proposed to 
complement income and to serve as an 
additional tool of regional analysis. 
Whereas income measures the results of 
economic activity, a resources index will 
tell us something about the “tools” by 
which income is produced. For the 
productive capacity of an area is partly 
a function of the level of development of 
its several resources. And of particular 
relevance in this regard are the so- 
called “secondary” or man-made re- 
sources, such as manufacturing industry, 
agricultural land, transportation, cities, 
and technical skills. It is the combina- 


t The author expresses his gratitude to Dr. Carlos Salles 
of the Bahia Institute of Economics and Finance for assist- 
ance in the elaboration of the statistical series used in this 
paper, as well as to Drs. Armando Mendes, Anibal Villela, 
Harvey S. Perloff, Vernon Ruttan, and Mr. Alan Strout for 
their careful and critical reading of earlier drafts and for 
many helpful suggestions. 

1 Literature especially devoted to the problem of measur- 
ing economic growth is scarce. Among the more significant 
studies the following two deserve special attention: Harvey 
S. Perloff, “Problems of Assessing Regional Economic 
Progress,” Regional Income, Studies in Income and Wealth, 
vol. 21 (Princeton: Princeton University Press, 1957); and 
United Nations, Report on International Definition and Measure- 
ment of Standards and Levels of Living (New York: United 
Nations, 1954). 


FRIEDMANN* 


tion of these and similar resources into 
different organizational patterns that will 
determine how much a given economy is 
able to produce. Resources develop- 
ment is therefore simply another com- 
ponent of economic growth; and an 
analysis of growth which concentrates 
entirely on the output of an economic 
system would seem to be partial and one- 
sided. . 

It should be emphasized, however, that 
the present effort is no more than a 
tentative essay. Additional work will be 
needed to perfect an index such as the 
one that is here proposed. By making 
these preliminary results available it is 
hoped to stimulate discussion and criti- 
cism, as well as to raise some fundamental 
conceptual issues in the study of economic 
growth. 

Construction of the Index 


Five variables were selected to com- 
pose the over-all index of resources de- 
velopment representing, in order, meas- 
ures of urbanization, transport density, 
land productivity, industrialization, and 
education (human resources). To a 
certain extent these variables were felt to 
be independent of each other and a rela- 
tively high value for urbanization, for 
example, need not require a correspond- 
ingly high value for transportation or 
land resources. But the development of 
any particular resource is also to some 
degree dependent on the simultaneous 
development of all other resources. Cities 
do not exist without transportation and 
industrial growth tends to be associated 
with urbanization. ‘Thus, one would 
expect to find a tendency for some corre- 
lation of indexes particularly at the 
extreme values of high and low. Real 
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surprises would tend to show up only in 
areas with indexes lying in the middle 
range. 


In the paragraphs below the construc- 
tion of each resource index will be 
separately discussed and subjected to 
evaluation. 


Urban Resources. Cities are widely con- 
sidered to be important as centers and 
promoters of economic growth in regions 
whose rate of material growth will de- 
pend to no small extent on the adequacy 
of their urban resources and the aggres- 
sive and organizing spirit of their urban 
populations. A well-developed urban 
structure represents an enormous asset 
for the exploration of other regional re- 
sources.? Cities are thus seen not only 
as a consequence but as a positive force 
in economic growth, be it as market 
centers, as centers for the transformation 
of raw materials into finished products, 
as collecting and distributing centers, as 
centers of regional and national adminis- 
trative and economic organization, as 
centers for the diffusion of urban values, 
and so forth. 


The index of urban resources was con- 
structed according to the formula below: 


Ce (GWd)IK uy] 
=p 





where P is equal to total regional popu- 
lation 
Ci is equal to the number of cities in 
each urban group within the 
region 
Wi is equal to a calculated weight 
for each urban size group based 
on the average size of cities in 
Brazi! (see below) 


2 The concept of “urban structure” refers to a functional 
hierarchy of cities that appears strongly correlated with 


population size. Cf., the author’s “Locational Aspects 
of Economic Development,” Land Economics, August 1956, 
pp. 213-227. 


299 


Piis equal to the average size of 
cities within each urban size 
group for each region 

Ui is equal to the proportion of the 
number of cities within each 
urban size group to the tctal 
number of cities in each region 

The values for Wi were derived as foilows: 


Ursan SizeGroup AveraGE Size Crry Welcur (Wi) 
(in thousands) (Brazil as a whole) 


5-10 
10-25 
25-50 
50-100 
100-250 
250-500 
500-1000 
1000 and more 


6,908 
15,462 
34,597 
73 ,337 

187 ,544 
367 ,685 
512,370 


2,160 ,044 312.69 


Although complex, this index appears to 
be the most faithful measure reflecting 
the adequacy of urban resources in rela- 
tion to the existing pcpvlation of a 
region. ‘The usual method of measuring 
urbanization by using the ratio of urban 
to total population is inadequate for 
present purposes because it fails to inform 
us of the number and sizes of cities in the 
region. 

In the expression above, = (CiWi) 
represents the total number of “urban 
units” within a region (number of cities 
standardized for population size). There- 
fore, the larger the expression = (CiWi) 

P 

the better will the region be served by 
urban resources. That some “urban units” 
also serve populations outside of the 
region could not, however, be taken into 
account in constructing the index. This 
resulted in unusually high values for the 
index for those regions which, like the 
State of Rio de Janeiro, contain urban 
centers of national importance. 

However, the “quality” of urban re- 
sources had also to be taken into account. 
In general, the larger a particular city, 
the better will it also function as a re- 
gional center. The expression > (PiU:) 
therefore, gives a weighted average size 
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of cities in each region. Regions with 
larger cities will be favored. 

Transportation Resources. The facility of 
transport within a region is a measure of 
the region’s accessibility or, more pre- 
cisely, of the degree of possible interaction 
among its urban centers and between any 
one center and its rural hinterland. 
Without adequate transportation facili- 
ties, economic growth beyond rudimen- 
tary levels is impossible. 

The present index was derived by di- 
viding the total length of the existing net- 
work of roads, railroads, and inland 
navigation routes in 1955 into the total 
area of each region (state or territory), on 
the assumption that transport density 
would be a useful and accurate measure 
of the degree to which a particular 
region has been “opened up” to com- 
merce and communication. A more pre- 
cise expression of the adequacy of re- 


gional transportation services would, of 
course, be desirable but could not be 


calculated from available data. Thus, 
the index remains relatively primitive. 
It fails, for example, to consider the 
quality of the network—its year-round 
utility, its state of maintenance, available 
rolling stock, etc. In addition, no allow- 
ance was made for potentially navigable 
rivers (“natural highways”) which are 
not now being exploited by commercial 
navigation although they may be im- 
portant routes of local transportation, 
particularly in the North of Brazil. 
Similarly, coastal shipping and air routes 
were excluded because of the practical 
difficulties encountered in deriving a 
meaningful statistical measure of their 
significance in relation to total area. 


Land Resources. Land constitutes one 
of the most important resource assets of a 
region, especially in areas that. are pre- 
dominantly dependent upon agriculture. 
Thus, land in combination with other 
resources provides the essential foodstuffs 
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of a nation and the raw materials for its 
industries. Land, through the export of 
agricultural products, can also become a 
significant source of foreign exchange. 

The present index was obtained by 
dividing the average agricultural product 
for the period 1951-1955 (including in- 
come from crop and cattle raising and 
from extractive industries, other than 
mining) by the total land area of each 
region. The resulting quotient is thus 
roughly equivalent to an index derived 
by weighting the total agricultural prod- 
uct per unit of cultivated land with an 
index expressing the relation of culti- 
vated to total area. It thus combines 
two major variables: productivity of the 
land (under existing practices and current 
price structure) and the degree of land 
development as a simple function of 
acreage under cultivation. It is evident 
that, for purposes of time period analysis 
or for international comparisons, the 
prices for agricultural commodities must 
be standardized. 

Industrial Resources. For calculation of 
this index the value of total industrial 
production in 1953 (latest year for which 
data were available) was divided by total 
population in each region to obtain a 
measure of the intensity of industrializa- 
tion achieved. The results are expressed 
in millions of cruzeiros per 10,000 in- 
habitants.* 

Human Resources. The quality of the 
human resources of an area is difficult to 
evaluate. In the present case only the 
criterion of education was considered, 
the index representing the percentage of 
all persons who, being ten years or older 
in 1950, had completed at least four years 
of elementary schooling. No distinction 


3 When all the calculations and maps for this article had 
been completed another measure was suggested to the 
author that would express the development of industrial 
resources entirely in physical terms and would therefore be 
preferable to the one actually used. The proposed measure 
would weight the proportion of labor in manufacturing jobs 
by the amount of energy used per worker in industry. 
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was made between elementary, inter- 
mediate, or superior levels of education; 
however, the index is felt to be more 
representative of the intellectual capaci- 
ties of a population in a relatively under- 
developed area than of its literacy. The 
index may be considered as indicative of 
the ability of the inhabitants of a region 
to use advanced techniques in the de- 
velopment of local resources. 

Average Index of Resource Development. 
The absolute values which were obtained 


for each of the states and territories of 


Brazil from the calculations indicated in 
the preceding paragraphs were con- 
verted to relative index numbers, taking 
the median of each series as equal to 100. 
The geometric mean of the five indexes 
for each region was judged to be more 
representative than a simple arithmetic 
average because of the smail number and 
wide variations in the values of individual 
index numbers. 

Weighted Resources Development Index. 
For certain types of analysis, to be ex- 
plained more fully in a later place, it may 
be desirable to include per capita income 
as an additional variable, inasmuch as 
per capita income suggests not only indi- 
vidual purchasing power and capacity to 
to save but is commonly associated with 
a number of other conditions bearing on 
economic growth as well. The geometric 
mean of the five indexes was consequently 
combined with an index based on the 
per capita income of each unit of the 
Federation in 1955 (median = 100). 

The two (average) resources develop- 
ment indexes, their components, and 
other data for comparative and evalua- 
tive purposes are presented in the table 
on the following page, and are summar- 
ized in graphic form in the appended 
maps. 


General Characteristics of the Average Index 


What does the composite index of re- 
sources development accomplish? In 
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the first place, as has already been sug- 
gested, it offers us another perspective 
on the problem of economic growth. 
Areas with a high index presumably 
have also a high capacity for economic 
performance. The index is therefore a 
measure additional to income in assess- 
ing the degree of development achieved 
in a particular area in comparison with 
other areas or in inter-temporal com- 
parisons. But the index serves economic 
and regional analysis also in other ways. 
Two of these may be singled out for 
special mention. 


The first question to which the present 
index may hold out a tentative answer is 
the question of the potential capacity of 
an area for economic growth.‘ The term 
“potential capacity” is a rather ambigu- 
ous one, however, and it may be better to 
rephrase the question and ask what the 
index suggests concerning the possible 
future rate of resources development in a 
region. Answer to this question will be 
restricted to a consideration of two 
points. 

To begin with, the several index 
numbers individually, as well as the 
average index, will have a tendency to 
remain relatively stable over the short- 
run, up to a period of perhaps 10 years. 
This is because all of the indexes are 
calculated ratios relative to area or popu- 
lation, so that considerably large abso- 
lute changes in either denominator or 
numerator must occur before the value 
of the index is substantially affected. For 
the same reason, the rank ordering of 
states and territories should remain fairly 
stable over a period of years. This com- 
ment is especially valid for the average 
index. The conclusion to be drawn from 
this is that the relative level of resource 

4 The problem of “development potential” of an area has 
also been discussed, in physical terms, by Abbot P. Usher in 
his A Dynamic Analysis of the Location of Economic Activity 


(typescript, Littauer Library, Harvard University, n.d.), 
chapter 8, 
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development over the short-run will tend 
to remain the same and _ significant 
changes will tend to show up only at 
intermittent intervals of, say, every dec- 
ade. By implication, it may be further 
suggested that the resource economy of 
an area has a definite structure, changes 
in which can take place only gradually 
and by degrees. 

On the other hand, the average—but 
even more the weighted average index— 
may also be taken as reflecting a par- 
ticular locational environment for po- 
tential capital investments, particularly 
in manufacturing industry. Although 
there is no basis for claiming, a priort, 
that differential levels of economic growth 
once having been established the more 
“advanced” regions will also continue to 
grow more rapidly, the fact is not to be 
ignored that these same regions offer 
substantial locational advantages to po- 
tential investors in the form of external 
economies, expanded markets, greater 
accessibility, and so forth. Consequently, 
“advanced” areas may continue to ab- 
sorb a major share of new capital invest- 
ments in the economy as a whole, and 
more “backward” regions may have to 
make exceptional efforts to overcome this 
built-in advantage in order to catch up 
and reduce the gap in economic growth 
which separates them from their more 
favored neighbors. That this may not 
be an easy task is partly demonstrated 
by data for total income growth in 
Brazil between 1948 and 1955 (Table I, 
column c). Poor states, on the whole, 
were making slower progress than rich 
states, and the absolute as well as the 
relative gap between them was widen- 
ing. There is some evidence that the 
same phenomenon is also taking place 
with reference to the _ international 
economy. * 

* Simon Kuznets, “Quantitative Aspects of the Economic 
Growth of Nations. I. Levels and Variability of Rates of 


Growth,” Economic Development and Cultural Changes, October 
1956, pp. 19 ff. 
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The second aspect worthy of attention 
is the relation of the average index of re- 
sources development to income or, to put 
it in different language, between the 
‘productive capacity” of an area and its 
output. As will be shown later on, two 
areas which have the same development 
index may have quite different levels of 
per capita income, and the reverse 
situation may also exist (compare maps I 
and II). This suggests the possibility of 
using the resources index, in relation to 
income, as a means to gauge the produc- 
tive efficiency of a given resources 
structure. It may be inadvisable to push 
this point too far and more experience 
with the use of the index will be necessary 
firmly to establish this point and to 
determine to what extent a valid claim 
in this direction can be made. However, 
if true, a new dimension of analysis of 
economic growth will have been intro- 
duced. 


Shortcomings of the Index 


In the absence of knowledge concern- 
ing the relative bearing of each factor on 
the rhythm of economic growth of an 
area, no explicit weighting of the several 
indexes was attempted, and each enters 
into the average index carrying only its 
own value (weight equals 1). Thus, 
adequacy of urban resources counts for 
as much as education or land resource 
development. This may give a somewhat 
distorted view of the actual differences in 
resource development achieved by differ- 
ent areas. However, the influence exer- 
cized by any single index over all other 
index numbers is the same. 


The average index is also based on 
state and territorial averages and fails to 
distinguish between the more or less 
developed sub-regions of these areas. All 
intra-state or intra-territorial differences 
with respect to resource development are 
eliminated. In this respect, however, the 
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index is similar to per capita income cal- 
culated for an entire state, which also 
fails to account for differences in income 
among small areas. 


For this reason, small states within the 
productive litoral zone of Brazil tend to 
have higher indexes than states, such as 
Bahia or Minas Gerais, which extend 


over enormous areas of largely unpro- . 


ductive land. The accident of political 
boundaries, however, is not without 
economic significance and, from the 
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INDE X 


viewpoint of economic policy, states do 
represent economic units that may be 
treated significantly as a whole. 


Finally, individual index numbers are 
based variously on data for 1950, 1953, 
and 1955 and, in the case of land re- 
sources, on an average of five years 


(1951-1955). In view of the relative 
stability of the indexes over the short-run 
however, this probably does not consti- 
tute too great a disadvantage in assessing 
the current situation. 
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The Weighted Average Index 


The average resources development 
index was weighted with income per 
capita in 1955 (calculated as an index 
relative to the median) because it was 
felt that income might be an additional 
important variable if one wished to use 
the index as a basis for predicting the rela- 
tive attractiveness of an area for private 
capital investment. The major argu- 
ment in support of this reasoning have 
already been set forth and the results are 
shown in Table I, column (0). . 


INCOME PER GAPITA . 


i955 


In a perusal of these results, the 
enormous superiority of Rio de Janeiro 
and S§o Paulo are immediately apparent. 
By comparison, other regions, especially 
those which rank below Minas Gerais, 
appear relatively unattractive, offering 
but insignificant advantages to a private 
investor who considers alternative loca- 
tions within Brazil. Reliable data on 
capital investment, by states, are not 
available, but some indirect proof of this. 
contention can be obtained by compar- 
ing the weighted average. index with 
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percentage growth of income between 
1948 and 1955. 
WEIGHTED Tora Income 


AVERAGE PERCENTAGE INCREASE 
InpeEx! 1948-19552 


Strate 


1 See Table I. : 
2 Calculated from appendix Table. See also Map III. 


Although no point-to-point correspon- 
dence can be established between the two 
variables, it appears that states which 
have a relatively high weighted average 
index on the whole also experienced the 
highest growth rates of total income dur- 
ing the period. Striking exceptions are 
formed by Goias, Mato Grosso, and 
Maranhgo. These states, however, had 
exceedingly low incomes at the beginning 
of this period and their absolute income 
gains were consequently minor. By far 
the greatest proportion of the increase in 
total income accrued to states like SHo 
Paulo, Rio de Janeiro, Rio Grande do 
Sul, and Minas Gerais which, together, 
absorbed 72 percent of the gain in in- 
come for Brazil during the period in 
question (see appendix table). To the 
extent to which income growth requires 
capital investment, it may be permissible 
to infer that the weighted average index 
does, in fact, correspond, though im- 
perfectly, to economic reality as evalu- 
ated by potential capitalists in search of 
investment opportunities. It must be 
added that one of the reasons for the 
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imperfect correlation in the table above 
undoubtedly is the high rate of public in- 
vestment in Brazil which, of course, is not 
guided exclusively by the apparent at- 
tractiveness of an area for economic 
activity. 


Efficiency in Resource Use 


As has already been observed, there 
are some “‘oddities” in the relation of the 
average index to per capita income which 
require explanation. Some examples of 
what is meant are provided in the 
following table: 








Absolute Values Rank Order 





State 


Index | P. c. Income | Index } P. c. Income 





219 | Cr.$ 8,700 4 6 
202 11,700 5 4 
186 4,900 6 11 
78 4,600} 14 13 
43 10,300 | 16 5 


38 6,600 | 19 9 


Santa Catarina 
Paran&....... x 
Pernambuco .. 

















Santa Catarina and Parana, with similar 
development indexes, have considerably 
different per capita incomes. A like 
comparison can be made_ between 
Paran4 and Pernambuco. On the other 
hand, Pernambuco and Bahia have 
nearly the same income but vastly differ- 
ent resources indexes. Finally, there is 
the case of Mato Grosso and Amazonas 
which rank 16th and 19th in order of 
value for the index, but 5th and 9th in 
order of income per person. The prob- 
lem is to explain these anomalies. In 
the first place, it may be suggested that 
the observed differences are due to 
differences in the efficiency of resources 
use: a high resource complement, as 
measured by the index, may produce a 
low income relative to population (Per- 
nambuco) or high income (Paran4); a 
low resources complement may produce 
high income (Mato Grosso, Amazonas) 
or low income (Bahia). According to 
this schema, resources appear to be used 
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with relative efficiency only in Parana, 
Mato Grosso, and Amazonas. 

Efficiency in resource use may be par- 
tially influenced by conditions in the 
labor market. Both Mato Grosso and 
Parana are relatively sparsely settled 
pioneer regions where labor is at a pre- 
mium and tends to be used efficiently 
and consequently is highly paid. The 
reverse situation, namely labor surplus, 
is the condition typical of Pernambuco 
and Bahia, areas whose rate cf economic 
change is quite low and which therefore 


PERCENTAGE GROWTH 


1948-1955 


offer few new opportunities for employ- 
ment. Labor surplus, however, makes 
for inefficiency and low wages. 

Another consideration in regard to 
efficient resource use is the organization 
of space. Cattle raising is the principal 
activity in Mato Grosso from which a 
small but highly educated population is 
drawing huge profits. At this stage in 
the development of the Mato Grosso 
economy cattle raising may well repre- 
sent the most efficient use of the resources 
of the State. In the case of Bahia and 
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Pernambuco another situation is en- 
countered in that the economically use- 
ful area of the former represents a much 
smaller percentage of total area than in 
the case of the latter. Had only the 
economically useful area been considered 
in the calculation of the average index, 
it is quite probable that closely similar 
values would have been obtained. The 
space-economy of Pernambuco thus ap- 
pears to be better organized than that of 
Bahia, and therefore more productive and 
efficient. 
Concluding Remarks 


The usefulness as well as the inherent 
limitations of an index of resources de- 
velopment for the study of economic 
growth have, it is believed, been demon- 
strated in this paper. Its primary utility 
lies in providing a measure, comple- 
mentary to other measures, of the level 
of economic development achieved by a 
given area in relation to itself or to other 
areas at any point in time. It may also 
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shed light on the structural configuration 
of an economy and its possibilities for 
future growth. In this connection, too, 
the concept of efficiency in resource use 
may be important though the validity of 
this concept needs further testing. 


Further refinements of the index are 
possible and some suggestions towards 
this end have been advanced throughout 
the text. Calculation of the present index 
for Brazil was limited by the data avail- 
able for this purpose, and this is a diffi- 
culty likely to be faced in such a study of 
any part of the world. But the ultimate 
purpose of this paper was not so much to 
to come up with definite and conclusive 
answers as to open up the possibilities of 
a new approach to the study of economic 
growth. If successful in stimulating dis- 
cussion on some of the issues raised, this 
purpose will have been well served 
though the index may suffer substantial 
revisions in the process. 
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Development of Urban and Regional 
Planning in India 
By J. WOOD* 


NDIA has characteristically drifted 

with history, rising periodically to 
accomplish great things. In no field 
has this been more true than in town 
planning. From prehistoric Mohenjo 
Daro, to the imperial city of New Delhi, 
to Corbusier’s Chandigarah, India has 
pioneered in town building. The tech- 
nique of diagnostic survey, commonplace 
in planning practice today, is the some- 
what belated result of Patrick Geddes’ 
work in India four decades ago: the City 
Improvement Trusts in existence since 
the 1800’s are models of their kind. 

India, moving rapidly from a_ rural 
society to an industrial one, is faced 
with a crash development program to 
maintain and expand its economy. 


The Economic Milieu 


The critical problem is that of assisting 
the millions of restless people to achieve 
decent standards of living. 

Since gaining its independence in 1947, 
the central objective of its public policy 
has been a rapid and hopefully balanced 
economic development. While the prog- 
ress has been encouraging, the program is 
demanding and precarious; it could not 
be otherwise. India has a land area 
equivalent to about forty percent that of 
the United States and an estimated popu- 
lation of 377 million increasing by 5 
million persons annually! The pressure 
of its resources and capital is almost in- 
calculable. Seventy percent of the na- 
tion’s labour force is on the land. Frag- 
mentation of land holdings have reduced 


*Formerly Visiting Professor of Regional Planning, 
Indian Institute of Technology (United States Technical 
Cooperation Mission to India, International Cooperation 
Administration), now an associate in the firm of Harland 
Bartholomew and Associates, Saint Louis, Missouri. 





the farm to an uneconomical unit.! 
Low production on both the land and in 
the factory—insufficient to meet the 
minimum essential needs of the popula- 
tion—makes capital formation slow if 
not quiescent. The strain is evident. 
Whereas emphasis was on agriculture 
under the First Five Year Plan, the 
Second Plan stresses basic industry. 
Progress ‘has been made but an increas- 
ing strain on the economy is resulting 
from the rapid expansion of capital- 
intensive industry and the inflationary 
trends in the economy. 


It is within this milieu that contem- 
porary town planning must be viewed. 
In a period of rapid national industriali- 
zation and urban growth, planning should 
precede or at least accompany develop- 
ment at every stage. Paradoxically, 
while economic programming is a recog- 
nized function of government, physical 
planning is largely neglected; the bulk of 
development (new towns, housing, in- 
dustry, etc.) is occurring without full 
knowledge of its implications or conse- 
quences. ‘The Planning Commission? 
recognized this when it said: ‘Unless 
there is adequate forethought and plan- 
ning, industrial progress will be accom- 
panied by serious social and other 
problems in urban areas which (sic) may 
become increasingly difficult to man- 
age.”? The danger is not exaggerated. 


1 In West Bengal less than five acres. The land is cropped 
once a year, producing rice. 

* The Planning Commission of the Government of India 
is responsible for national economic planning and pro- 
gramming. 

3 Government of India Planning Commission, Second Five 
Year Plan (New Delhi: Publications Division, Government 
of India, 1956), p. 568. 
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URBAN PLANNING IN INDIA 


The Status of Town Planning 


The urban problems are not all. of 
recent making. In India the urban situa- 
tion had become serious because of the 
large increase in population since 1921. 
While the percentage increase for the 
nation as a whole was 11%, 14%, 
3% and 13.4%‘ respectively, for the 
decennial periods 1921-1951, the urban 
areas increased by 21%, 32% and 
54% respectively, during the same peri- 
ods. The urban drift is continuing 
unabated. The heavy shifts of popula- 
tion are the result of the lack of adequate 
employment opportunities in the villages 
and the attraction of relatively high 
wages and amenities in the towns. Un- 
employment and particularly underem- 
ployment in agriculture stimulates this 
tendency. Since 1947 when the country 
was partitioned, there has been a heavy 
influx of refugees into urban areas.* The 
number of towns with populations in 
excess of 100,000 doubled in the twenty 
years prior to 1951. Today Greater 
Calcutta counts a population of about 
5 million while Bombay and Delhi have 
populations of 3 and 1 million, respec- 
tively. 

Planning and development have not 
and perhaps could not keep pace. In 
contrast to the examples of New Delhi 
and Chandigarh most towns in India 
have grown haphazardly. They have a 
large proportion of substandard houses 
and huts of flimsy construction, poorly 
ventilated, over-congested and often lack- 
ing in the essential amenities. This is 
especially true in the large industrial 


‘Contrary to popular opinion the rate of population 
increase in India is relatively modest. The annual rate of 
increase (percent) was 1.02 between 1921 to 1931, and 1.41 
between 1931 to 1941, United Nations, Demographic Year 
book (New York: United Nations, 1955), p. 138. 

5 Refugee towns have been built to accommodate some 
displaced persons, two being Nilokheri and Faridabagh 
near Delhi. Up to the end of 1956 some 8.7 million persons 
had migrated to India from Pakistan. Ministry of Informa- 
tion, India, A Referendum Annual 1957 (New Delhi, the Publi- 
cation Division, 1957) p. 147. : 
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centers such as Calcutta with its “bus- 
tees,” but it is commonplace in every 
town. 

The lack of adequate legal powers to 
control the use of land and the con- 
struction of buildings has aggravated the 
growth of slums. But equally important, 
to quote one official, is the fact that 
“state and local governments have not 
exercised the powers available to them 
or have fully appreciated the gravity of 
the situation.” In the First Five Year 
Plan the Planning Commission noted: 
“It is highly desirable that there should 
be a policy in the matter [of planning] 
and we recommend there should be a 
national Town and Country Planning 
Act.”® Although the directive was clear, 
no action was taken and the recom- 
mendation was not included in the 
Second Five Year Plan. As drafted the 
proposal was perhaps untenable. With 
local government powers under the con- 
stitution vested in the states a strong 
central planning act (after the British pat- 
tern) is hardly possible.? In the absence 
of a central Act the states are left to carry 
out their own planning programs subject 
only to minimum control (principally in 
the form of budgetary control of develop- 
ment projects where central funds are 
involved) from Delhi. 

But what may be the forerunner of a 
national planning organization was es- 
tablished by the Central Government in 
1956. Under the aegis of the Ministry of 
Health a special development authority 
was created and charged with, among 
other things, the preparation of a master 
plan for the Delhi Region.* The Town 


¢ Government of India Planning Commission, First Five 
Year Plan (New Delhi, Publications Division, 1952) p. 603. 

7The Constitution is modeled on the United States 
Constitution. Powers are divided into three groups: those 
reserved to the center, those exclusive to the states, and 
a concurrent list shared by both the center and the state. 

8 The Organization’s activities are at present confined to 
the Greater Delhi area. At the request of the Government 
the Ford Foundation in 1957 engaged a team of American 
planners headed by Albert Mayer to assist the Organization. 
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Planning Organization, as it is known, is 
staffed by young and able planners, 
many of whom were trained abroad. Al- 
though a central planning organization 
is not specifically mentioned in the 
Second Plan there is strong feeling in 
Delhi and among planners in general 
that a central agency is essential. This 
is patently true. The Central Govern- 
ment which has so often in other matters 
taken the lead has been comparatively 
inactive in the field of town and country 
planning. The present Town Planning 
Organization may form the nucleus for 
this larger central authority. A step in 


this direction was taken in May of this 
year when a memorandum offering the 
services of the Organization was sent to 
the state governments. 

On the state level some progress has 
been made in enacting planning legis- 
lation and setting up planning agencies. 


The results have not all been entirely 
satisfactory. In several cases efforts were 
made by some states to abolish or merge 
planning departments with the public 
works department. Nevertheless, the 
Second Plan largely places the onus of 
planning on the states. If planned urban 
development is to be undertaken, said 
the Planning Commission, “‘each state 
should have a phased program for the 
survey and preparation of Master Plans 
for all important towns.”® The Com- 
mission noted that, in order that this 
might be accomplished, town and 
country planning legislation should be 
enacted in all states and the necessary 
machinery for its implementation should 
be set up.?° 

Steps in this direction have been taken 
by some of India’s fourteen states al- 
though the results are by no means 
uniform. While most of the states have 
acts captioned “planning,” only four 

* Government of India Planning Commission, Second Five 


Year Plan, p. 569. 
10 Ibid., p. 570. 
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states are acknowledged to have work- 
able legislation: Uttar Pradesh, Madras, 
Bombay and Bihar. In general these 
acts are similar in construction and 
scope. These four states were also the 


first to enact planning legislation. Plan- 


ning in Uttar Pradesh dates from 1915 
when Patrick Geddes was invited to 
Lucknow to advise on planning schemes. 
In 1919, the Town Improvement Act, 
which is still the basis for town plan- 
ning today, was enacted and Improve- 
ment Trusts were established in the 
major towns. It was not until 1947 that 
a planning department was established 
in the State Government. Earlier, Bom- 
bay Presidency had enacted the Bombay 
Town Planning Act of 1915 (it had an 
independent ‘“Town Planning and Valu- 
ation Department” as early as 1914) pro- 
viding for the preparation of statutory 
plans. Under the act local authorities 
were both the initiating and executing 
bodies, the state planning department’s 
sole function being advisory. The Bihar 
Town Improvement Act, passed in 1951, 
avoided this drawback by reserving the 
right to act in cases of default by the local 
authorities. The optional nature of 
the Bombay Act led in 1954 to the 
consolidation and amendment of the 
earlier Act, making it obligatory upon 
local authorities to prepare master plans. 


The Madras Town Planning Act was 
passed in 1920. Typical of the state acts, 
it provides that every “municipal council 

. Shall . . . . prepare, publish and 
submit for sanction of the State Govern- 
ment a general town planning scheme in 
respect of all land within the Munici- 
pality and in its vicinity... .” The 
Act provides for a state planning depart- 
ment, local (and joint) planning com- 
mittees, town planning (improvement) 
trusts, and compensation and betterment 
and land acquisition among other things. 
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In these states the weakness in the 
planning system lies not in the legisla- 
‘tion but in administration. Although 
the states may direct local authorities to 
prepare master plans, the municipalities 
are in no way prepared to carry out the 
edict. Citing the added financial burden 
as the reason, few municipalities have 
undertaken comprehensive planning pro- 
grams. This argument is not without 
substance. Local revenues are stretched 
especially in the smaller towns which do 
not have an industrial base and the 
device of grants-in-aid is not yet em- 
ployed. However, lethargy, too, plays 
its part. Grass-roots support is an essen- 
tial ingredient in town planning and 
legislation, sine qua non, does not replace 
civic education.'!_ The planner is faced 
with the task of gaining public acceptance 
for his work as well as having govern- 
ment support. 


In this respect as well as in carrying 
out the technical work of planning, 
progress is retarded by the shortage of 
staff. Personnel is a critical factor. 
Those states with the desire to go ahead 
with planning projects are handicapped 
by the lack of trained and experienced 


planners. For example, Bihar with a 
population of 40 million has only two 
qualified planners in the entire state. 
Other states face the same problem for in 
all of India, according to one authority, 
there are no more than one hundred pro- 
fessional planners. The scope of work 
that can be undertaken is of course 
limited. ‘‘As it is rarely possible to make 
more than a cursory survey of towns 
with the one or two planning officers of 
the town planning department,” so the 


"Of this Patrick Geddes said: “The measure of the 
success of a city survey depends upon its appeal to the indi- 
viduals that compose the city . . . forsuch work, moral in- 
fluence and energy are needed in no small measure. This 
must not however be expressed by an authoritative attitude 
that ignores apathy and overpowers opposition.” Patrick 
Geddes, Town Planning Toward City Development: A Report to 
the Durbar of Indore, 1918, p. 166. 
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Director of Town Planning of the 
Government of Madras put it, “the 
recommendations are naturally very 
limited in scope.” The personnel prob- 
lem should change in time: Two post- 
graduate schools of planning have been 
established by the Government and 
courses in planning are offered in several 
schools of architecture and engineering. 

With all these handicaps of limited 
funds and paucity of personnel the sur- 
prising thing is not that so little has been 
done but that so much has been accom- 
plished. The Uttar Pradesh planning 
department has prepared more than 
2,400 schemes including some sixteen 
master plans in progress. Some ninety 
schemes have been sanctioned in Madras. 
A preliminary master plan for the City of 
Madras has just been completed. All 
four states have drafted and executed a 
variety of specific planning schemes. 

Diametric to these efforts is the com- 
plete absence of planning in some of the 
major industrial centers of India. West 
Bengal, one of the most densely populated 
states with the highest concentration of 
industry, is without planning legislation 
of any sort. Calcutta, the industrial 
capital of India with a population of five 
million, does not have a planning agency 
or qualified planner on its staff. (This is 
not to overlook the pioneering and valu- 
able work of the Calcutta Improvement 
Trust.) Although faced with traffic 
problems, port congestion, rapidly ex- 
panding industry (not to mention the 
largest slum clearance and housing prob- 
lem in India) there has been little official 
support to establish planning in the state 
or corporation governments. 


Between these two extremes are those 
states that, although without all the 
necessary legal tools, are nevertheless 
attempting to deal with the myriad prob- 
lems of urban development. Assam, a 
rural state in India’s rugged eastern 
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frontier, created an independent depart- 
ment of town planning in 1955. As 
an advisory body to the Government 
the department is charged with drafting 
a comprehensive planning bill and with 
preparing master plans for the major 
towns of the state. Kerala, on the south 
coast, passed a limited planning bill in 
1923, followed by an amended act in 
1945. Mysore, Madhya Pradesh and 
Punjab all have planning departments 
that assist muncipalities in drafting and 
executing local planning schemes. 


The void in many cases has been filled 
by the Improvement Trusts. The im- 


provement trust has been a feature of 
Indian cities since 1898 when the Bombay 
Improvement Trust was created. A 
quasi-autonomous body created by the 
state, after consultation the municipality, 
the trusts are empowered to draft and 
carry out planning schemes within the 


area of their jurisdiction. The Calcutta 
Improvement Trust is representative. 
Organized in 1912, the work of the trust 
has been largely that of clearing areas 
for street widenings and openings to- 
gether with slum clearance and housing 
projects. Faced with legal cbstacles in 
land acquisition and the high cost 
of land, the most important work— 
slum clearance and rehousing——has been 
relatively limited. 


The Trusts are neither equipped nor 
staffed to undertake comprehensive plan- 
ning. (Although in the case cf Calcutta 
what planning has been done has been 
by the Improvement Trust). There is 
seemingly a tendency to look upon the 
Trusts as town planning agencies, wist- 
fully so. However, as one planner put it, 
“it cannot be seriously suggested that Im- 
provement Trusts have made an attempt 
even to touch the fringe of town planning. 
All that the majority of Improvement 
Trusts do is to make available... . 
building plots in the outlying areas on a 
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more or less commercial basis, often 
without regard to the elementary prin- 
ciples of town planning. The extensions 
are left to the tender mercies of the very 
local authorities whose sins of omission 
and commission made the establishment 
of the Trusts necessary.”!? Perhaps this 
criticism is too harsh; certainly it flails 
the wrong party. The Trusts have in 
general filled a void and have accom- 
plished much, albeit limited in scope, in 
urban development. It remains, how- 
ever, that the Improvement Trusts and 
most of the large municipal corporations 
function without qualified planners on 
their staffs. 


The Training of Staff 


Provisions were made in the Five Year 
Plans for the expansion of existing insti- 
tutions for the training of town planners. 
Three schools now offer degrees in town 
planning: Bengal Engineering College of 
Calcutta University, Indian Institute of 
Technology, and the School of Town and 
Country Planning of Delhi. Established 
on the lines of the British planning schools 
these schools have granted 27 professional 
degrees since their founding. With no 
more than 50 qualified planners available 
and an annual output of only about 15, 
any upsurge in planning activities will 
overtake the output of professional plan- 
ners. Committed by its policy to under- 
take master planning projects for the 
major cities’ industrial development areas 
and the river valleys, the country is 
faced with a dearth of talent to carry out 
its schemes. 

Conclusion 


One needs to hesitate before criticizing 
town planning and development in India 
for the enthusiasm and vitality of the 
pioneering spirit behind it is impressive. 
But much is yet to be done. The 


'2 Quoted by M. Fayazuddin in his Presidential atin to 
the Institute of Town Planners, May 1952. 
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magnitude of the urban problem is 
enormous. The problem if not now un- 
manageable is rapidly becoming so with 
the increase of population and the con- 
tinuing and uncontrolled growth of 
urban areas. '8 

It is imperative that the states enact 
workable legislation for planning, hous- 
ing and slum clearance. Since only the 
larger municipalities will be in position to 
recruit a qualified planning staff, the 
states must largely assume the task of pre- 
paring and carrying out plans for the 
smaller towns, villages and development 
areas. In this the Central Government 
must assume greater leadership. Support 
and technical advice must be given the 
states to enable them to organize and 
administer effective planning programs. 
In turn, the Central Government must 
crystallize its own housing, slum clear- 
ance and urban development programs 
within the context of comprehensive 
urban planning schemes. A better work- 


13For example, despite the fact that 1.5 million houses 
were built in the period 1951-56, and another 2.1 million will 
be constructed between 1956-61, with the anticipated growth 
of population the shortage of housing units will rise from 2.5 
million in 1951 to 5.3 million by 1961. 
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ing relationship together with a sufficient 
and equitable distribution of funds is 
needed to meet the development needs 
of the cities and towns. Additional 
schools of planr:ing are required to in- 
crease the output of trained planners and 
to undertake research in manifold prob- 
lems of urban growth and development. 

Above all, on all levels of government 
and elsewhere, there is a pressing need to 
recognize the urgency of the urban prob- 
lem. Development—wise or unwise— 
will take place with or without planning. 
Boldness, imagination and resourceful- 
ness are needed to solve the problems 
faced by urban areas just as they are for 
national economic progress. India’s 
plans for urban development, or her 
schemes for rural welfare, or her efforts 
toward exploitation of resources and 
industrialization to raise the standard of 
living are aJl part of one pattern. If the 
rewards of economic development are to 
be realized far greater attention must be 
given to the urban areas which, after all, 
are the center of the country’s productive 
machine, and the fountainhead of eco- 
nomic progress. 





The Strength and Weakness of 
Western Housing Marketst 


By DOUGLAS V. CANNON* 


ESTERNERS, as a whole, are 
inclined to take for granted the 
continuing economic strength of that 
great region of the country known as the 
Far West but it would not be inaccurate 
to say that in such convictions of strength 
lie also the possibilities of human weak- 
ness. The West today is experiencing a 
rate and scale of growth in its economy 
which is of such speculative dimensions 
and so dynamic in character that, with- 
out prudent management and the exer- 
cise of self-restraint, business entrepre- 
neurs run the risk of over-supplying the 
West’s markets. The home-building in- 
dustry is not immune from this risk 
either, for the industry is only as strong 
as the local economy which supports it.' 
As urban housing markets are in- 
herently local in character, this article is 
concerned primarily with economic de- 
velopments in the urbanized areas of the 
western region, herein defined as the 
eleven states west of the Rocky Mountain 
Divide and the territories of Alaska and 
Hawaii. Within this western region, 
which contains nearly one-half the land 
area of the United States, live only one- 
sixth of the Nation’s population; yet the 
region in 1956 supported a 12-billion 
dollar building industry which accounted 
t The market research findings for this article were 
originally presented at the Second Annual Conference on 
Community Development for the West, held January 15, 
1957 in San Francisco and sponsored by the Housing and 
Home Finance Agency, Region VI. The present article 
does not attempt to take into account developments in the 
housing markets of the West subsequent to that date other 
than to substitute, wherever feasible, final estimates of data 
for preliminary figures previously used. 
* Chief Housing Market Analyst, Federal Housing Ad- 
ministration, Zone VI, San Francisco, California. 
‘ For a recent comprehensive analysis of national and 
regional trends in the components of housing demand and 
supply see Oscar F. Litterer and Leland O. Lehman, ‘“‘Hous- 


ing and Mortgage Markets,” Monthly Review Supplement, 
September 1956 (Federal Reserve Bank of Minneapolis). 


for one-fourth or more of that year’s con- 
struction boom in the United States.? 
Over half the nation’s population now 
lives in 169 communities officially desig- 
nated by the United States Bureau of the 
Census as “Standard Metropolitan 
Areas.” In the western region there are 
only 20 Standard Metropolitan Areas 
but they contain more than three-fifths 
of the West’s population. Within the 
last decade, four-fifths of the Nation’s 
total population increase took place 
within its metropolitan areas; and, inthe 
first 6 years of the present decade, 85 
percent of the total net increase was in 
these communities, four-fifths of it oc- 
curring in the suburban areas outside the 
central cities.» Trends toward rapid in- 
dustrial and population growth in a 
relatively few highly concentrated urban 
areas are equally true of the West as of 
the Nation.‘ For example, 4 out of 5 


?The magnitude and importance of the Nation’s con- 
struction industry is reflected in the fact that estimates of 
new construction put in place in 1956 totalled $46.1 billion, 
38% of which was private home-building, 34% private in- 
dustrial and commercial building, and the remaining 28% 
public works construction, The output of the entire in- 
dustry in 1956 accounted for 11% of the gross national 
product for that year. The West’s share of the national 
construction market, which includes outlays for military, 
reclamation and highway construction, is conservatively 
estimated at 25%. See Economic Report of the President, 
January 1958, p. 151. 

* United States Bureau of the Census, Current Population 
Reports, Series P-20, No. 71, December 7, 1956. 

«Ranked among the top 51 home-building areas in the 
Nation in 1956, according to Construction Review, Vol. 3, 
No. 8, September 1957, (U. S. Bureau of Labor Statistics), 
were the following ten Standard Metropolitan Areas of the 
West: Los Angeles, San Francisco-Oakland, San Bernardino- 
Riverside-Ontario, San Diego, Denver, San Jose, Phoenix, 
Seattle, Sacramento, and Salt Lake City. Highest ranking 
area in the Nation in volume of building in 1956 was Los 
Angeles (89,300 units) followed in sixth place by San Fran- 
cisco-Oakland (22,000 units), San Bernardino-Riverside- 
Ontario in eighth place (17,200 units) and San Diego in 
eleventh place (13,300 units). In terms of current building 
rates per 1,000 population in 1950, San Jose, San Bernardino- 
Riverside-Ontario, Phoenix and Sacramento rank among 
the six fastest expanding home-building areas in the country. 
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new dwelling units authorized for con- 
struction in the West in 1956 were in 
metropolitan areas, 71 percent of which 
were in suburban areas, only 29 percent 
in central cities. Moreover, 3 out of 4 
dollars expended in the West for non- 
residential construction were spent in this 
region’s 20 metropolitan areas, two- 
thirds of which were spent in the suburbs 
of these areas. ® 


Strength of Western Housing Markets 


What are the most important elements 
of strength and weakness in the urban 
housing markets of the West? To answer 
the first half of this question, seven 
sources of strength in western housing 
markets are catalogued below, the rela- 
tive importance of each source varying 
with the economic base of each com- 
munity: 

(1) Continued Growth of Urban Popula- 
tion and Households. ‘The most significant 
of all housing market trends in the West 
is the continuing rapid growth of its 
urban population and households.* To- 
gether these two factors constitute the 
primary source of housing demand. 

The greatest single impetus to urban 
growth in the West is the westward move- 
ment of population. The ‘‘westward move- 
ment” is not a dance step invented by 
Horace Greeley—it is an established 
long-term trend, recently accelerated by 
favorable economic conditions through- 
out the Nation and further stimulated by 
expanding employment opportunities in 
the West. In the first 6 years following 
the 1950 Census, the rate of population 

'United States Bureau of Labor Statististics, Construction 
Review, Vol. 3, No. 4, April 1957. 

* A household, which is the most important unit of housing 
demand, is by Census definition equivalent to an occupied 
dwelling unit. Unfortunately, current household trend data 
are not enumerated for regions or states. For the United 
States the number of urban and rural nonfarm households in- 
creased 7,046,000 or 19% in the 7-year period March 1950 
to March 1957, equivalent to an average annual increase of 
approximately 1,000,000 occupied dwelling units. See 


United States Bureau of the Census, Current Population Re- 
ports, Series P-20, No.,76, July 5, 1957. 


317 


growth in the West, including Alaska 
and Hawaii, was more than two and one- 
half times that of all the remaining states 
combined, 23 percent compared to 9 
percent. Whereas the West contained 
slightly less than 15 percent of the total 
United States population in 1956, it 
accounted for 28 percent of the Nation’s 
total net additional growth between 
1950 and 1956.7 Estimates prepared by 
the California State Department of 
Finance show that, in the 6 years since 
the 1950 Census, 63 percent of Cali- 
fornia’s population growth has resulted 
from net migration, only 37 percent from 
natural increases.* Since 1950 the Na- 
tion’s population has increased by nearly 
20 million, an increase greater than that 
of the current population of Canada; and 
demographic experts anticipate a na- 
tional rate of growth equal to 18 percent 
in each of the next two decades. Not 
only will the urban communities of 
California and the West share in this 
new era of expansion but there is every 
reason to believe that the West will con- 
tinue to benefit from an influx of popula- 
tion and households to a degree exceed- 
ing that of any other region of the 
country. 

Population experts report that the rate 
of family formation has been on a down- 
ward curve in the United States over the 
last ten years, principally as a result of the 
low birth rate in the middle 1930’s and 
the consequent decline in population of 
marriageable age levels in the 1950's. 
Statistics would appear to bear the 


7 According to final estimates of the United States Bureau. 
of the Census, Current Population Reports, Series P-25, No. 168, 
December 9, 1957, total population in the U. S. increased 
11% in the first six years since the 1950 Census as compared 
with the following population increases in the West: 
Alaska 60%, Nevada 60%, Arizona 45%, California 27%, 
Colorado 25%, Utah 20%, New Mexico 19%, Hawaii 17%, 
Oregon: 14%, and Washington 12%. Only Montana, 
Idaho and Wyoming had population increases below the 
United States average. 

*Carl M. Frisen, California’s Population in 1957 (Sacra- 


. mento: California State Department of Finance) July 1957, 
. p. 13. ; 
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experts out, as witness the decline in 
the marriage rate from a peak of 16.4 per 
1,000 population in 1946 to 9.4 per 1,000 
population in 1956.° But there are two 
reassuring facts for those in the business 
of building and marketing homes: 
(1) despite a general decline in the rate 
of family formation there continue to be 
over 1% million marriages performed 
each year in the United States; and 
(2) while marriages are expected to con- 
tinue at a low rate in the next few years, 
the trend is certain to be reversed by the 
early 1960’s as the unusually high birth 
rate of the postwar period is reflected in in- 
creasing numbers of young people coming 
of marriageable age. Moreover, it has 
been demonstrated that a national decline 
in the rate of family formation, suchas is 
now occurring, does not necessarily re- 
duce the number of families migrating to 
the West. New families formed by 
marriage in the West, including Alaska 
and Hawaii, totalled 272 thousand in 
1956, an increase of nearly 3 percent over 
1950 as compared with a 7% percent 
decrease in marriages for all other areas of 
the country.!° Measured by size of the 
resident population, marriages in the 
West in 1956 were at a rate of 10.9 per 
1,000 population, as compared with a 
marriage rate of 9.1 per 1,000 popula- 
tion for the rest of the United States. If 
economic and international conditions 
are favorable to the Nation’s business and 
~ United States Department of Health, Education and 
Welfare, Monthly Vital Statistics Report, Annual Summary 
for 1956, Part I, Vol. 5, No. 13, March 12, 1957. Crude 
marriage rates in the United States were estimated to be 
9.2 per 1,000 population in 1954, the lowest marriage rate 
since the bottom of the depression in 1933. After 1954 the 
trend of marriage rates turned slighly upward and con- 
tinued a slow rise up to mid-1957 when the trend apparently 
met resistance of the current economic recession. 

10 Ibid. See also United States Bureau of the Census, 
Statistical Abstract of the United States, 1957. Not all parts of 
the West experienced an increase in marriages in 1956 
over 1950, e.g., only states to report increases were California 
(10.4%), Arizona (10.4%) and Nevada (9.1%). Latest 
annual report for Aalska (1955) showed an increase in 
marriages of 11.2% over 1950. Marriage rates per 1,000 


population in 1956 were below 1950 in every part of the 
West but Idaho. 


LAND ECONOMICS 


population growth, a rapid increase in 
marriages and households beginning in 
the early 1960’s should prove to be a 
“market of gold” for home-builders 
everywhere but particularly in the West! 

A characteristic of major significance 
in the rapid growth of the West since 
the end of World War II has been the 
mobility of population which moved west- 
ward and the fact that this migrant popu- 
lation is predominantly comprised of 
young adults between 20 and 34 years 
of age who are motivated mainly by job 
opportunities in the West.'! High rates 
of family migration not only have an 
immediate impact on the market for 
housing, household goods and services, 
but the fact that rates of migration to 
the West are highest among young 
households means a continuing higher- 
than-average increase in the West’s pre- 
school population, hence in the demand 
for school construction. Population mo- 
bility—not only between and within 
states but within cities and metropolitan 
areas—will continue to be the most im- 
portant source of demand for urban 
housing and community facilities in the 
West. That this will be true would 
appear to be convincingly supported by 
Census statistics which indicate that each 
year one person in five in the United 
States moves to a new address. This 
means that in the year 1957 some 34 


11 See Howard G. Brunsman and Henry S. Shryock, Jr., 
Population Migration—Who’s Moving Where, and Its Meaning 
to Marketing People, presented at the winter conference of the 
American Marketing Association (New York City), De- 
cember 27, 1955. Brunsman and Shryock make the sig- 
nificant point that, “migration is not of equal importance 
to all segments of the population, that young adults have the 
highest migration rate, and stability increases as people 
become older,” ¢.g., of the net migrants to California be- 
tween 1940 and 1950, young adults between 20 and 34 
accounted for 40% of the 1950 population in this age group; 
in contrast, migration to California during this decade ac- 
counted for only 14% of people 65 years of age and over. 
In addition to high migration rates among young house- 
holds, particularly in age brackets 20 to 24, migration rates 
are reported to be highest among college graduates, profes- 
sional, managerial and sales occupations, and among men 
with higher-than-average incomes (excluding transient 
workers). 
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million people were living in a different 
house from the one in which they were 
living in 1956. Whether population 
growth is epitomized by the “westward 
movement,” the “trailer age,” the “flight 
to the suburbs,” a migration from farms 
to cities, a trend to job opportunities and 
to resort areas, or simply by families up- 
grading their housing standards within 
cities, such migrations all add up to a 
continuing change in the demand for 
urban housing and a “‘whale of a lot” of 
tenant turnover and real estate transfers. 
Historically and currently, there is no 
better example of the restlessness of 
America than the mobility of the people 
who make up the population of the West. 


(2) Continued Industrial Expansion. The 
great impetus to the development and 
expansion of industry in the West since 
the early 1940’s and the 1950’s to date 
has been World War II, the Korean 
War, and industrial activities cur- 
rently related to national defense. Much 
of this industrial growth was made pos- 
sible by the development of the West’s 
power and water resources in the 1930's. 
The West, including Alaska and Hawaii, 
continues to have the largest undeveloped 
natural resources in the United States. 
Industrial output, employment, and per- 
sonal incomes throughout the Nation in 
1956 were at their highest levels in history 
up to that time, with the result that gross 
national product or expenditure—the 
Nation’s aggregate output of goods and 
services—rose to an estimated annual 
level of $415 billion or 6 percent above 
the year 1955.12 That the West has 
shared in the country’s industrial pros- 
perity at a rate exceeding the Nation asa 
whole is illustrated by the fact that be- 
tween 1947 and 1954, value added by 


12 Economic Report of the President, January 1958. Gross 
national product is estimated at current 1956 prices. Total 
GNP in 1956, computed at 1957 prices, is estimated by the 
Council of Economic Advisers at $430.3 billion or 3.1% 
above the level reported in 1955. 
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manufacturing in the West, including 
Alaska and Hawaii, rose by 101 percent, 
as compared with an increase of only 53 
percent in all remaining parts of the 
country combined.'* Personal incomes 
in the eleven western states in 1956 rose 
57 percent above the level of incomes 
reported in 1950, compared with a 42 
percent rise in income for all remaining 
areas of the United States. Moreover, 
year-to-year gains in personal incomes in 
the West have exceeded those of other 
combined regions of the country for 
every year since 1949.14 In the most 
recent boom period between 1955 and 
1956 average annual nonfarm employ- 
ment in the eleven western states rose by 
nearly 7 percent as compared with a 
gain of only 3 percent in all other areas 
outside the West.!® A _ conspicuous 
feature of the 1956 business boom, and 
particularly in the West, was the in- 
crease in plant and equipment and other 
non-residential expenditures in contrast 


13 United States Bureau of the Census, United States Census 
of Manufacturers: 1954, General Summary, Bulletin MC-201. 
Value added by manufacturing increased by more than the 
national average (58%) in every part of the West except 
Wyoming and Oregon, e¢.g., industrial growth in New 
Mexico was 293%, Nevada 263%, Hawaii 140%, Arizona 
130%, Alaska 125%, Utah 116%, California 115%, 
Washington 77%, Idaho 66% and Colorado 65%. The 
State of California alone accounted for more than 70% of 
the value added by manufacturing in the West in the 
period 1947-1954. 

14United States Department of Commerce, Survey of 
Current Business, 1929-1955 Supplement, Personal Income by 
States, p. 141, and 1954-1956 Series, August 1957, p. 11. 
All states in the West experienced a 1955-56 rise in personal 
incomes as follows: Arizona 12%, Idaho 10144%, California 
9%, Colorado 9%, New Mexico 8%, Utah 7%, Wyoming 
7%, Oregon 614%, Montana 444% and Nevada 314%. 
The State of California accounted for 63% of the total 
personal income of the eleven western states in 1956, and 
69% of the net gain in personal income in the West in the 
period 1955-1956. 

18 United States Bureau of Labor Statistics, Employment and 
Earnings, Vol. 3, No. 12, June 1957, and Vol. 2, No. 12, 
June 1956. In the period 1955 to 1956 average nonfarm 
employment in the eleven western states increased by more 
than the national average (3.6%) in every state except 
Washington, Wyoming, and Nevada, e.g., expansion of 
employment in Arizona was 11.6%, California 8.2%, New 
Mexico, 7.6%, Idaho 6.9%, Colorado 6.8%, Oregon 5.2%, 
Utah 5.1% and Montana 4.1%. California, which cone 
tained 60% of the total employed nonfarm labor force in 
the West, accounted for 70% of the net gain in employment 
in the West in the period 1955-1956. 
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to the previous year’s boom in consumer 
spending and home-buying. Authoriza- 
tions for new non-residential building 
expenditures in the West, according to 
government statisticians, were up 42 per- 
cent in the year 1956 compared with an 
annual increase of only 13 percent in all 
remaining areas of the United States.'* 
As western industrial capacity expands 
and creates more opportunities for basic 
employment, the economic support of 
the West’s metropolitan housing markets 
will continue to be strengthened. 


(3) Development of Military Installations. 
While the military has always had a 
substantial part in the development of 
the West, at no time in history has this 
development been so much in evidence 
as during and subsequent to World War 
II and in the years since the ending of 
the Korean War. Every state in the 
West has benefitted in some degree, 
directly and indirectly, by an Army 
training camp, an Air Force Base, a 
Naval Base, an arsenal, a NIKE site, an 
ammunition depot, a Navy shipyard or 
some other type of military facility. 
Moreover, the economic benefits to the 
West from increased military payrolls 
and construction expenditures, and from 
the influx of military dependents have 
generally been far greater in proportion 
to the West’s civilian population than 
benefits derived by other parts of the 
Nation. California is a good example. 
In 1952 California’s share of the Nation’s 
population was 7.3 percent, yet 18.2 per- 
cent of the Nation’s total military per- 
sonnel and 15.2 percent of the military’s 


16 United States Bureau of Labor Statistics, Construction 
Review, Vol. 3, No. 4, April 1957. Data are based on building 
permit valuations, and not on estimates of “construction put 
in place.” Whereas the West currently contains less than 
15% of the. total U. S. population, it accounted for 24% 
of the Nation’s total valuation of building permits issued in 
1956. The value of permits issued in 1956 for construction 
of industrial and public utility buildings in the West was up 
116% and 68%, respectively, compared with a respective in- 
crease of 35% anda decrease of 10% in these types of heavy 
construction in all remaining areas of the United States. 


total civilian strength were located in 
the State of California.17 Not to be 
overlooked is the fact that the military 
not only provides a basis for growth itself 
but it is a vital factor in expanding the 
markets for housing as well as all con- 
sumer goods and services. Military out- 
lays for the purchase of goods and serv- 
vices for national security purposes in 
1956 totalled $42.4 billion or 10 percent 
of our national output.!* Moreover, the 
national budget submitted to the Con- 
gress by the President in January 1957 
called for an expenditure of 53 cents out 
of every dollar budgeted for national 
defense. This was the highest peace- 
time military expenditure on record up 
to that time. That the West, including 
Alaska and Hawaii, will continue to 
share in the Nation’s defense expenditures 
to a degree substantially in excess of its 
ratio of population is virtually certain. 

(4) Development of Industrial Defense 
Activities. ‘The postwar development and 
expansion of industrial defense activities 
in the West, including atomic research 
and stockpiling, scientific research and 
development centers for exploring space 
and testing guided missiles, jet engines, 
jet-propelled rockets, nuclear weapons, 
and military aircraft are by now a 
familiar part of the Western economy. 
The West has, among other resources, 
what these plants need most for the de- 
velopment and testing of new military 
weapons: “‘the wide open spaces.” In 
addition, the West has such important 
and well-established industrial defense 


11 Sterling Brubaker, Significance of Military Installations for 
California’s Economic Growth, 1930-1952 (Bank of America, 
N.T.S. & A., San Francisco) May 1955. Subsequent 
estimates indicate that, whereas California, on July 1, 1956, 
contained 7.9% of the Nation’s total civilian population, 
17.4% of all military personnel in the U. S. were stationed 
in California. See United States Bureau of the Census, 
Current Population Reports, Series P-25, No. 165, November 4, 
1957. 

18 Economic Report of the President, January 1958. Out of 
every 10 dollars spent by the Federal Government in 1956 
for the purchase of goods and services, 9 dollars was spent for 
national security purposes. ' 
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activities and resources as ship-building 
and ship repair, aircraft production, oil 
drilling and refining, electro-metallurgi- 
cal plants, synthetic rubber plants, stra- 
tegic mineral resources such as uranium, 
titanium, copper, lead and zinc—all of 
which are vital to the Nation’s security 
and vital to the economy of the West. 


(5) Advancements in Air and Highway 
Transportation. Considering the rugged 
geography and vast distances of the 
West, it would not be unreasonable 
to say that the West, including Alaska 
and Hawaii, stands to benefit more from 
the current development of commercial 
jet air-travel and from the proposed 
27% billion-dollar National System of 
Defense and Interstate Highways than 
any other part of the country. The prin- 
cipal objective of the Federal Highway 
Act of 1956 is the completion of a 41,000- 
mile Interstate System of high-speed ex- 


pressways, all but 7,000 miles of which 
will be divided highways of 4 or more 
lanes with controlled access and no grade 
crossings.'® By 1965 it is estimated that 
spending on Federal-aided highway proj- 
ects will be double the current average 


annual rate. Whatever improves and 
speeds up transportation increases the 
movement of people and goods and 
shortens the time and long distances be- 
tween cities and markets of the Far West. 
The beneficial impact that development 
of national jet airlines and interstate and 
intercity express highways will have on 
the economy of metropolitan communi- 
ties in the West is clearly foreseeable. 


19 See United States Department of Commerce, Construc- 
tion Markets, No. 31, July 1956; and Survey of Current Business, 
Vol. 36, No. 12, December 1956. For the year 1956, capital 
outlays for all highways totalled $4.9 billion. Total federal- 
aid funds for highway construction through 1972 are now 
estimated at $38.5 billion. Together with required state- 
matching funds more than $50 billion will be spent over the 
duration of the current National Highway Program. For 
Maps and specific routes of 122 specific areas designated in 
September 1955, see United States Bureau of Public Roads, 
General Location of ion oan of Inter stale Highways, 
Washington, D. C. ‘ 
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(6) Expanding Tourist Industry: The 
temperate climate of the Pacific coastal 
areas and the Southwest, and the di- 
versified scenic and recreation resources 
of the entire western region, are among 
the West’s greatest economic assets. 
They provide the basis for a tourist- 
motel-resort industry in the small towns 
and urban centers of the West which 
has multiplied since the end of the War 
and which will continue to expand in 
direct ratio to the Nation’s population 
growth, the rise in personal incomes and 
increases in national living standards. 
The West has “‘the wide open spaces” and 
the great national parks which the rest of 
the Nation lacks. For example, the 
eighteen National Parks in the eleven 
western states, Alaska, and Hawaii at- 
tracted 12% million visitors in 1956, an 
increase of 53 percent over the 6-year 
period since 1950, and an annual 9 per- 
cent rate of increase in 1956 over 1955. 2° 
With increasing personal incomes, longer 
vacation time, earlier retirements, and 
improved transportation, more and more 
people can be expected to travel west- 
ward. 


(7) Outlook for Expanding Far Eastern 
Trade. As the gateway to Asia and the 
Far East, the Pacific Coast cities in 
particular, as well as all western markets, 
would stand to benefit from policies di- 
rected toward the development of under- 
developed countries and the stabilization 
of political conditions in the Far East 
and the expansion of free trade between 
the United States and the Orient. It is 
no exaggeration to say that the develop- 
ment and expansion of foreign markets 
for western goods and services will 
strengthen the economic base of our 
western housing markets. That the vast 


20 United States National Park Service, Public Use, Tabula- 
tions of Visitors to Areas Admintstered by the National Park 
Service,. 1941-1952, San Francisco; and United States De- 
partment of the Interior, Quarterly Reports, 1953-1956, Wale 
ington, D. C. 
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potential markets of Asia and the Far 
East will some day be re-opened to 
American industry seems inevitable. 


Weakness of Western Housing Markets 


In spite of the many favorable eco- 
nomic factors just described, there are 
elements of potential weakness in western 
housing markets. While the weaknesses 
that exist may be more psychological 
than real, they are nonetheless important 
to the home-builders and mortgage 
lenders who have the responsibility for 
decisions which affect so large a part of 
the West’s multi-billion dollar housing 
business. Here are what appear to be 
six clearly recognized sources of possible 
weakness in western housing markets: 

(1) Dependence of Growth on Net Mi- 
gration. While a large and steady influx 
of out-of-area families has tended, up to 
now, to give home-builders in the West 
an economic advantage and a degree of 
confidence unknown to most eastern 
builders, the extent to which western 
builders must depend on this source of 
demand to maintain volume gives the 
industry a highly speculative character. 
In California, for example, 63 percent of 
the state’s population growth since the 
beginning of the present decade is 
attributable to net migration which, to- 
gether with natural increases, has given 
the state a rate of growth which is more 
than twice that of the Nation.”! A large 
part of the Western market for new 
speculative tract housing is motivated, 
directly: and indirectly, by the anticipa- 
tion of a continuing influx of out-of-area 
families. Yet, “relatively slight changes 
in economic conditions have a signifi- 
cant effect upon population gains where 
migration is the major factor.”*? This 
is likewise true of industrial plants 
which have been known to locate in 


#1 Carl Frisen, California’s Population in 1957 (Sacramento: 
California State Department of Finance) July 1957. 
32 Frisen, op. cit., p. 4. 
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relatively isolated areas of the West in 
anticipation that labor would follow. 
Consumer-oriented industries as well are 
built in the West on a capacity scale 
which anticipates rapid growth based on 
in-migration in contrast to established 
markets. In such economic circum- 
stances “‘venture capital” in a very literal 
sense is attracted to the West and, while 
essential to the West’s commercial and 
residential development, it often leads to 
marginal types of financing. Thus, 
while growth based on in-migration has 
sometimes acted as a safety-valve to 
absorb temporary excesses in the urban 
housing markets of the West, it also has 
helped to give the region’s home-building 
industry a speculative boom character 
which is without equal in any other part 
of the country. 


(2) Dependence of Economy on Construction 
Expenditures. A continued higher-than- 
normal volume of construction expendi- 
tures is a characteristic common to all 
booms and the boom in the West is no 
exception. Because the West, including 
Alaska and Hawaii, is still a relatively un- 
developed part of the country, construc- 
tion expenditures of all types—industrial, 
military, public works, and housing— 
all tend to stimulate the economy of 
the West to a disproportionate degree. 
Whereas the West continued to contain 
less than 15 percent of the Nation’s popu- 
lation in 1956, it accounted for over 26 
percent of the new homes and 25 percent 
of the value of new commercial, industrial 
and public utility buildings authorized 
for construction in the United States.” 
In the industrial construction boom of 
1956, expenditures in the West for all 
types of new non-residential construction 
totalled $1.6 billion, a net year-to-year 
gain of 42 percent, as compared with an 
increase of only 13 percent in all remain- 


88 See United States Bureau of Labor Statistics, Construction 
Review, Vol. 3, No. 4, pp. 21 and 25, April 1957. 
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ing areas of the United States. More- 
over, capital expenditures in the West for 
new industrial plants and public utility 
buildings skyrocketed 107 percent in 
1956, compared with a rise of only 21 
percent in areas outside the West.*4 Con- 
struction expenditures filter through the 
economy in such a volume and at such a 
rate that, as a period of expansion ends 
and expenditures slow down, they have 
an adverse impact on all economic activi- 
ties which they formerly helped to sup- 
port. In areas of the West where con- 
struction expenditures constitute a dis- 
proportionate part of the local economy, 
their decline can be expected to be a real 
jolt to the housing market. 


(3) Dependence of Economy on Military 
Support. As important as is the military 
to the economic development of the 
West, here again including Alaska and 
Hawaii, it must be recognized that the 
West probably bas more “‘one-industry” 
towns dependent on the military than 
any other part of the country.?5 In the 
Honolulu metropolitan area 2 out of 5 
persons are directly dependent on defense 
activities for a living and, in western 
and north central Alaska, for every 5 
persons employed in the area 3 are sup- 
ported by the military. The Federal 
Reserve Bank of San Francisco reports 
that 50 percent of the total rise in manu- 
facturing employment in the West in 
1956 occurred in aircraft parts and in 
ordnance.?* Communities in the West 
have learned from first-hand, and often 
bitter, experience how volatile an in- 
dustry or military establishment can be 
whose well-being and direction depend 
on appropriations and decisions from the 


24 Ibid., p. 21. 

28For a recent study of the economic impact of the 
military on but one of the eleven western states, see Sterling 
Brubaker, Significance of Military Installations on California’s 
Economic Growth, 1930-1952, (Bank of America, N.T.S. & A.), 
May 1955. 

2¢ Twelfth District, Federal Reserve Bank of San Francisco, 
Monthly Review, December 1956. 
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Pentagon in Washington. The problem 
of replacing the income which the mili- 
tary has generated, or retaining the popu- 
lation which the military has formerly 
supported, becomes a serious community 
problem indeed when the military re- 
duces its activities or its procurement, or 
leaves an area altogether. Even though 
the military may be expected to remain 
as a substantial and important part of 
the West’s economy, it is not a reliable 
basis for measuring the future growth of 
local housing markets. 


(4) Dependence of Home-Building on 
Eastern Capital. The dependence of 
western lenders and home-builders on 
eastern capital for their “take-out financ- 
ing” and a secondary market for the sale 
of home mortgages is a recognized neces- 
sity—but the fact remains that importing 
and renting money on this basis is not 
only costly to the West, but at times it 
has been a severe handicap to the plan- 
ning and development of western mar- 
kets, as witness the squeeze in 1956 on 
mortgage credit. The recent “tight 
money policy,” while temporarily raising 
the general structure of interest rates 
throughout the country, has affected 
western markets adversely to a degree 
exceeding that of any other region of the 
country. While new home “starts” in 
the housing markets of the West declined 
19 percent in 1956—compared with a 
decline of 15 percent in all other regions 
of the Nation—population in the West 
in 1956 continued to increase at an annual 
rate of 4 percent as compared with an 
estimated increase of only 2 percent in 
all remaining areas of the country.?’ It 


27 See United States Bureau of Labor Statistics, Construc- 
tion Review, Vol. 3, No. 4, April 1957 and No. 5, May 1957; 
and United States Bureau of the Census, Current Population 
Reports, Series P-25, No. 168, December 1957. Following 
are the percentage declines in dwelling units authorized by 
building permits, 1955-56, in each of the 11 western states: 
Nevada 43%, Washington 28%, Colorado 26%, New 
Mexico 25%, Montana 17%, California 17%, Idaho 16%, 
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is apparent that the home-building in- 
dustry in the West today has a production 
capacity far in excess of current demands. 
Demand potentials in the West are not 
being realized, however, for two im- 
portant reasons: (1) because mortgage 
credit—the essential lubricant of the 
industry—is not yet freely available at 
sufficiently liberal terms to be attrac- 
tive,2® and (2) because home-builders 
are tending, inadvertently, to price them- 
selves out of the market in an effort to 
produce more and more amenities under 
land and construction cost conditions 
which are currently rising faster..than 
family incomes. Surveys of price trends 
in home-building tracts in Sacramento, 
one of the fastest growing metropolitan 
areas in the West, show a rise of 64 
percent in the median price of specula- 
tively-built homes in a 7-year period 
since 1950, with 46 percent of the net 


rise in this period occurring since 1955.?° 
Moreover, vacancy surveys in selected 
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Wyoming 15%, Utah 15%, Oregon 14% and Arizona 11%. 
By comparison with other regions, home-building “starts” 
in 1956 declined 16% in the Northeast, 15% in the North 
Central region, and 14% in the South. Largest declines in 
metropolitan areas of the West were San Francisco-Oakland 
32%, Denver 30%, and Seattle 29%. San Diego was the 
only metropolitan area in the West in which the rate of 
residential building exceeded that of 1955 (16%). Residential 
building in the Los Angeles Metropolitan Area, which con- 
tinues to retain its No. 1 position among leading home- 
building areas of the United States, was down only 14% 
from the high level (103,700) units of a year ago. 

28 Subsequent to writing of this article, national legisla- 
tion of August 1957 and the Emergency Act of 1958 tended to 
both increase and liberalize mortgage credit in the United 
States, including provisions for lower Federal Housing Ad- 
ministration down payments and for increased Federal 
Housing Administration maximum mortgage amounts. 
Interest rates on conventional loans have, likewise, reversed 
their previous upward trend. 

29 Unpublished, January 1958, Federal Housing Ad- 
ministration Office of Zone VI Market Analyst (San Fran- 
cisco). The survey cited is for illustrative purposes only and, 
while generally confirmed by surveys of other western areas, 
the survey is not regarded by the author as conclusive evi- 
dence of price rises throughout the West. A built-in cost-rise 
feature contributing to the price spiral of California homes is 
the 5-year 5% annual wage increase guaranteed construc- 
tion workers by union contract. In addition to larger homes 
and increased amenities, higher land and land development 
costs and utility costs are important factors contributing to 
the continuing price rise in California homes. 
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metropolitan areas of the West show that, 
as a result of continuing high rates of 
population growth and declining rates of 
homebuilding in 1956-1957, vacancy 
trends, for the first time in six years, have 
turned sharply downward. For ex- 
ample, a recent survey of the Sacramento 
housing market shows that, after a sus- 
tained rise in available vacancy rates 
over a 6-year period since the 1950 Hous- 
ing Census, the vacancy trend in 1956 
turned abruptly downward to the lowest 
rate since 1952.8° If the availabliity and 
terms of lending mortgage money con- 
tinue to be tight and home building rates 
continue to decline, and capital outlays 
for new industrial plants continue to ex- 
pand, many western communities may 
once again be faced with critical shortages 
of housing in the midst of what classical 
economists call a “‘capital goods’ boom.” 


(5) Greater Dangers of Inflation.*! Over- 
riding all other concerns for the Nation’s 
economy over the long-term is the danger 
of “creeping inflation,” which the Presi- 
dent of the United States has publicly 
identified as the Nation’s No. 1 domestic 
problem.*? As a New York trust com- 
pany has put it, a monetary depreciation 
of only 2 percent to 3 percent per year 
(such as is currently being experienced) 


30 Unpublished, November 1956, Federal Housing Ad- 
ministration Office of Zone VI Market Analyst (San Fran- 
cisco). A subsequent survey of the Sacramento area made 
in April 1958 shows that vacancy rates for all major types 
of residential property have continued to decline since 
November 1956. 

31 For a statement on national inflationary dangers and 
the need for public restraint, see First National City Bank of 
New York, Monthly Letter, January 1957. 

32 Dr. Arthur F. Burns, former Chairman of the Presi- 
dent’s Council of Economic Advisors, makes the following 
pertinent comment on inflation and the current (1957-58) 
economic recession: ‘‘As long as the Government is prepared 
to take more decisive steps to combat recession than to 
resist inflation, our economy is likely to be biased in an in- 
flationary direction. However, the proper remedy for this 
bias is not to diminish our efforts to curb recession, but rather 
to deal vigorously with inflation in times of economic 
exuberance. Much good will come from recognizing our mis- 
taken tolerance of inflation in the past. But it will come only by 
taking resolute steps for dealing with inflation in the future, not by 
our willingness to curb recession today... .’? Quoted by Sylvia 
Porter, The San Francisco Chronicle, April 10, 1958, p. 15. 
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does not seem much but, continued over 
the average life of an individual’s working 
career, it could wipe out the greater part 
of the purchasing power of a life’s sav- 
ings.*8 In the last 17 years of America’s 
greatest economic growth, the United 
States dollar has declined to less than 
half its 1940 buying power.*4 While 
inflation is by no means a problem pe- 
culiar to any one segment of the national 
economy or to the. West alone, the 
dangers of inflation in the urban real 
estate markets of the West are believed 
to be inherently greater under conditions 
where the pressures of growth and de- 
mand on the supply of housing and land 
continue to be so strong and persistent. 
For example, homes built and sold in 
Los Angeles County in 1940 are selling 
today—despite 16 years of physical de- 
preciation and obsolescence—for three 
times their original selling price.** 
Moreover, prices of existing homes in 
Los Angeles have been in a steadily 
rising trend for the last 24 years, with 
an average rise of 5 percent during the 
year 1956.3° The same family migration 
pressures which were at work creating the 
1955 “‘building boom” in the metropoli- 
tan areas of the West are today constantly 
pressing against the existing supply of 
housing and land—with the result that 
prices and rents are continuing their 
rapid rise. The seeds of a still further in- 
flation in residential and industrial land 
prices and in the housing market as a 
whole are evident in the contradictory 
conditions which currently prevail in 
the West, i.e., a continuing high rate of 
in-migration and further industrial ex- 
pansion, together with a restricted supply 

33 Guaranty Trust Company of New York, The Guaranty 
Survey, Vol. 36, No. 9, January 1957. 

34 For a recent comprehensive statement on price trends 
and underlying market forces, see H. E. Riley, “Recent 
Trends and the Outlook in the Price Situation,” Monthly 
Labor Review, Reprint No. 2216, January 1957. 

36 Security-First National Bank of Los Angeles, Monthly 


Summary, December 1956. 
36 Ibid. 
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of mortgage credit, rising prices of real 
estate and a decline in the rate of home- 
building. 

(6) Greater Possibilities of Over-Building. 
Historical evidence shows that, up to 
now, home-building has traditionally 
been a “boom and bust” industry. 
While tight money conditions in 1956 
knocked the props out from under the 
previous year’s residential building boom 
in the West—as it did in other parts of 
the Nation—the possibilities of over- 
building in the West during prosperous 
periods of easy credit are implicit in the 
weaknesses which characterize the eco- 
nomic support of western housing mar- 
kets. The danger of over-building stems 
principally from the dynamic growth of 
metropolitan communities in the West 
and the necessity of building speculatively 
in large volume in advance of develop- 
ing markets. In the case of all real estate 
booms, experience has taught the market 
analyst and the land economist that the 
key factor to examine, and to watch on a 
continuing basis, is the sustaining force 
of the industrial expansion which sup- 
ports the boom. An undetected turning 
point in the economy or a slowing down 
of the rate at which new jobs are being 
created may result in a rapid rise of the 
unsold inventory of new homes and an 
over-all vacancy rate of unmanageable 
proportions. During prosperous periods 
of easy credit when residential building 
rates are high—and this has character- 
ized most of the postwar period—western 
housing markets have typically experi- 
enced higher vacancy rates, greater turn- 
over in rental property and larger unsold 
inventories than urban areas of the East 
where rates of growth are character- 
istically more stable. For example, in 
response to an acceleration of industrial 
expansion in 1956, contractors in Orange 
County—currently the most dynamic 
growth area in Southern California— 
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stepped up rates of home-building in 
1956 to levels where three successive 
surveys over the last three quarters of the 
year showed an average 26 percent over- 
hang of new unsold tract houses. In the 
same period, unsold inventory rates of 
20 to 30 percent of completions were 
typical in speculative building tracts of 
such rapid growth areas of the West as 
Los Angeles, San Bernardino and River- 
side.*7_ While the recent upward trend of 
rental vacancies in the West is believed to 
have been temporarily halted by the 
restrictions of mortgage credit and de- 
clines in home-building, Census reports 
show for the four quarters of 1956 an 
average “rental vacancy rate” of 8 per- 
cent in the West compared with a rate of 
only 3 percent in the Northeast.** High 
vacancy rates characteristic of western 
housing markets are symptomatic of the 
West’s rapidly expanding economy. 


Future of Western Housing Markets 


This analysis might well have been 
identified with the strength and weakness 
of western markets in general for the 
housing market, as such, cannot be 
analyzed independently from the eco- 
nomic base which supports the market for 
all goods and services. It is primarily the 
growth and potential of the economic 
base of the metropolitan areas of the 
West which determines the basic strength 
and weakness of western housing markets. 


In the 13 years since the end of World 
War II, the West has experienced one of 
the most spectacular periods of economic 


87 Unpublished surveys, January 1957, Los Angeles Resi- 
dential Research Committee and Federal Housing Ad- 
ministration (Los Angeles). 

38 United States Bureau of the Census, Housing and Con- 
struction Reports, Series H-111, Nos. 8-11, July 1957-March 
1958. ‘Rental vacancy rates” in the West, according to 
sample surveys of the United States Census, reached their 
highest level (9.3%) in the first quarter of 1956 after which 
they declined in each successive survey through the end of 
the year. Unpublished surveys by Federal Housing Ad- 
ministration in selected metropolitan areas of Northern 
California show a continuing decline in apartment vacancy 
rates up to April 1958. 
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expansion in its history. High rates of 
economic growth in the West, including 
the development of Alaska—America’s 
49th State and last frontier—may be 
ascribed to a number of factors, some of 
the more basic of which are: (1) the 
dynamism of the West itself, with its 
abundant natural resources including 
strategic metals, chemicals and oil, and 
with an industrial potential which was 
quick to respond to the increased avail- 
ability of capital (at historically low rates 
of interest), (2) the Korean War and the 
“cold war,” which gave impetus to the 
West’s defense production facilities and 
which spurred the expansion and de- 
velopment of military installations and 
atomic research and testing activities, 
(3) the “nuclear-missile-space age” 
which has hastened the establishment of 
private and government facilities for the 
exploration of space and the develop- 
ment of scientific research and engineer- 
ing centers in the West, (4) the vast 
recreational resources and tourist po- 
tential of the West which is only now in 
the infancy of its development, and 
(5) the high ratio of the West’s migrant 
population which results not only from 
expanding job opportunities but a grow- 
ing dissatisfaction with urban life in and 
around the highly congested cities of the 
East. 


Up to World War II the growth of 
the West was confined largely to “‘ma- 
terials-oriented”’ industries. Today, the 
industrial economy of the West, while still 
dependent to a high degree on its mineral 
timber and other raw material resources, 
is experiencing its greatest rate of growth 
in the so-called “‘foot-loose” manufactures 
and service industries, including a com- 
plex of defense-connected activities stimu- 
lated by the United States Department 
of Defense. With increasing numbers of 
eastern industrial plants branching to the 
West, the economy of the West is be- 
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coming more self-sufficient as it produces 
more for its own needs. While no 
region of the country can be so indepen- 
dent as to escape the shock of a na- 
tional cyclical depression, there are an 
increasing number of economists who 
believe that the future problems of eco- 
nomic adjustment will tend to be re- 
gionalized and localized, and less na- 
tional in scope. Broadly speaking, de- 
clines in the rate of manufacturing 
growth of some regions, such as New 
England, and the industrial expansion of 
others, such as the Far West, may be 
expected to continue. While the West 
is confronted with a potential scarcity of 
usable water, and this already is a 
pressing problem in Southern California, 
scientists report that the economic feasi- 
bility of converting sea water to fresh 
water may be near at hand. With the 
advancement of atomic science there also 
is reason to believe that nuclear energy 
will soon be available at commercial 
rates tn supplement the West’s already 
abundant resources of existing and po- 
tential hydro-electric power. Hence, it 
is the conclusion of this analysis that the 
Far West, with the Nation’s lowest popu- 
lation density and greatest potential for 
economic expansion, is destined for a 
further and unprecedented upward surge 
of population and housing demand in the 
1960’s and 1970’s. Perhaps the destiny 
of the West in American history, as 
visualized 65 years ago by that great 
frontier historian, Frederick Jackson 
Turner, is only now being fulfilled as the 
West becomes of age.** The spirit, vigor 
and promise of the West still manifests it- 
self in what Turner described as “a 
vision of hope and assurance that the 


s9F, J. Turner, “The Significance of the Frontier in 
American History,” a paper read before the American 
Historical Association, Chicago, 1893, and reprinted in 
The Turner Thesis Concerning the Role of the Frontier in American 
History (Boston: D. C. Heath and Company, 1949). 
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world holds a place” where there is 
“opportunity to grow to the full measure 
of a man’s own capacity.’’*° 


The West’s economic problems of the 
future will not be the lack of growth, but 
the need for reconciling industrial ex- 
pansion with economic stability, thus 
avoiding an imbalance in the West’s 
economic base. When one considers the 
acceleration of technological advances 
now taking place in industrial processes 
and production techniques, and the 
high rates of obsolescence in military 
aircraft and other defense weapons on 
which so much of the current growth of 
the West depends, it is manifestly clear 
that each metropolitan area in the West, 
out of sheer self-interest, must analyze 
and measure for itself the strength and 
weakness of its own economic base. The 
future goal of the urban areas of the West 
should be the attainment of a sustainable 
and balanced economic growth, and not, 
as so often in the past, the goal of growth 
as an end in itself. 


The giant home-building home-financ- 
ing industry of the West, which is the 
primary subject of this analysis, can look 
forward to an increasing share in the 
national upsurge expected of family 
formation and economic expansion in 
the 1960’s and 1970’s. A challenge, 
however, to the leadership of this com- 
plex and highly-speculative industry is to 
develop and expand the metropolitan 
building markets of the West to levels of 
production consistent with sustainable 
levels of basic economic growth, and con- 
sistent with levels of building that will 
maintain healthy competition in the 
market place. In rapidly expanding 
housing markets susceptible to specula- 
tion and stimulated by upsurges of 


4%bid., “Contributions of the West to American De- 
mocracy,”’ p. 33. 
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migrant growth such as has characterized 
most metropolitan areas of the West, the 
lines of demarcation between over-build- 
ing and under-supplying a local housing 
market are often narrow and thin. To 
steer the future housing and land use 
programs of the West through the pre- 
carious channel of inflation and deflation 
—between a sellers’ market and a buyers’ 
market—will require continuing and 
perceptive market analysis, wise manage- 
ment and the exercise of self-restraint on 
the part of builders, land developers, 
mortgagees and government agencies 
identified with the development of urban 
housing in the West. 
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The next two decades of vigorous 
growth in the West, in addition to 
stimulating probable excesses of specula- 
tive building in some areas, will also 
bring to the fore new problems of urban- 
ization on a scale as yet unknown to the 
metropolitan areas of the West. To 
anticipate and to prepare to meet the 
future problems of metropolitan growth 
and urbanization will require long-range 
foresight, bold planning and _ political 
courage on the part of all local civic 
leaders and public officials who have an 
interest in and responsibility for the 
sound development and redevelopment 
of the urban areas of the West. 





An Analysis of Agricultural Ladder Research 
By CARL F. WEHRWEIN* 


i eres concept of the agricultural ladder 
did not originate in the United 
States. As Shu-Ching-Lee (National 
Tsing Hua University, Peiping, China) 
has pointed out,! the term appeared in 
writings on agricultural problems in 
England in the latter part of the 19th 
century. For example, Joseph Chamber- 
lain used the term in 1885 in writings in 
which he advocated small agriculturas 
holdings. The agricultural ladder hal 
no doubt been talked and written about 
in all foreign countries that have dynamic 
farmland tenure systems. An article in 
an English farm paper about a 2,000- 
year-old sheep farm located between 
Wharfedale and Airedale on the York- 
shire moors? points out how the operators 
of this farm climbed the “farming 
ladder.” In describing the rehabilitation 
of the farm by the present tenant the 
story states: ““Once again Middle House 
has provided a rung in the farming 
ladder, for Mr. Towler, once a farm 
servant in the district, has now been able 
to take a second farm.” An article en- 
titled “Climbing the Ladder,” in the 
same farm paper,* describes an inter- 
national agricultural ladder consisting of 
dairy farming experience of any type in 


t The study on which this report is based was done while 
the author was on the staff of the Farm Economics Research 
Division, Agricultural Research Service, United States 


Department of Agriculture, Washington, D. C. __He has 
since transferred to the Foreign Agricultural Service of 
United States Department of Agriculture. The opinions 
and interpretations expressed are those of the author and 
do not necessarily represent the views of the Farm Economics 
Research Division, Agricultural Research Service or the 
United States Department of Agriculture. 

* Agricultural Economist, Foreign Agricultural Service, 
United States Department of Agriculture. 

1“The Theory of the Agricultural Ladder,” Agricultural 
History, January 1947, pp. 53-61. 

? Arthur Rastrick and Travers Legge, ‘‘Since Shepherding 
Began,” The Farmers Weekly (London), June 29, 1956, pp. 
18 and 19. 

2 Ruth Stern, The Farmers Weekly (London), August 17, 
1956, pp. 73 and 75. 


England, 4 or 5 years’ experience as a 
“‘herd recorder” (tester in a dairy herd 
improvement association) in New Zea- 
land, a varying length of time spent in 
“share-milking” (share renting a dairy 
farm) also in New Zealand, and finally 
ownership of a dairy farm there. 


The earliest published American refer- 
ence to the agricultural ladder concept 
that the present author could find was by 
Ely in an address read on December 28, 
1916 at the annual meeting of the Ameri- 
can Economic Association held in Colum- 
bus Ohio.‘ In a discussion of “The 
Relation of Land to the Human Ele- 
ment” as a field for research, Ely said, 
‘We need what is called the agricultural 
ladder,” and he pointed out the role of 
tenancy as a step on the agricultural 
ladder. In a lecture on ‘Means of 
Acquiring Land Ownership” given at a 
farmers’ short course held at the Texas 
Agricultural and Mechanical College 
from July 30 to August 4, 1917, H. C. 
Taylor referred to an agricultural ladder 
consisting of six stages, namely; “boy 
apprentice,” hired man, tenant farmer, 
mortgaged owner, owner free of debt, 
and retired farmer who is a Jandlord, as 
the road to farm ownership. *® 


~ At the annual meeting of the Society 
for the Promotion of Agricultural Science 
held in Washington, D. C., November 12 
and 13, 1917, Spillman read a paper 
which, although the term “agricultural 
ladder’ is not used in it, includes a table 
listing four ladders used by 417 Illinois 


‘R. T. Ely, “Landed Property as an Economic Concept 
and as a Field of Research,” American Economic Review, Supple- 
ment, March 1917, pp. 18-35. 

5 Means of Acquiring Land Ownership, in Proceedings of the 
Texas Farmers’ Congress and Farmers’ Short Course 1917, 
Agricultural and Mechanical College of Texas Bulletin, 
Third Series, Vol. 3, No. 23, December 1, 1917, pp. 260-264. 
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farm owners.* The ladders were: (1) 
work on father’s farm, work as hired 
man, tenancy, ownership; (2) work on 
father’s farm, tenancy, ownership; (3) 
work on father’s farm, work as hired man, 
ownership; (4) work on father’s farm, 
ownership. A paper read by Spillman 
on December 27 of the same year, at the 
annual meeting of the American Eco- 
nomic Association held at Philadelphia,’ 
includes a table which lists the same four 
ladders plus four more used by 45 other 
Illinois farm owners. The four additional 
ladders are exactly the same as the other 
four except that in each the first step is 
“from other occupations” instead of 
work on father’s farm. In both of these 
papers the steps on the ladders are 
represented by symbols similar to those 
used in later studies. 

After Ely and Spillman had described 
the agricultural ladder concept at the 
annual meeting of the American Eco- 
nomic Association at Richmond, Vir- 
ginia on December 28, 1918* the concept 
was firmly established in this country. 
Spillman’s paper is the one in which he 
reported the data he and his associates in 
the Office of Farm Management of the 
United States Department of Agriculture 
had gathered in interviewing 2,112 farm 
owners in Illinois, Iowa, Kansas, Ne- 
braska, and Minnesota. In collecting 
data Spillman and his associates confined 
themselves to those pertaining to the 
following four steps: working en the 
home farm with or without wages (F), 
working as a hired man on other farms 
(H), tenancy (T) and ownership (O), 

¢W. J. Spillman, How Farmers Acquire Their Farms, in 
Proceedings of the Thirty-Eighth Annual Meeting of the 
Society for the Promotion of Agricultural Science, Washing- 
ton, D. C., November 12 and 13, 1917, pp. 87-90. 

7W. J. Spillman, ‘Work of the Office of Farm Manage- 
ment Relating to Land Classification and Land Tenure,” 
American Economic Review, Supplement, March 1918, pp. 
rw. J. Spillman, “The Agricultural Ladder” and Richard 
T. Ely and Charles J. Galpin, “Tenancy in an Ideal System 


of Land Tenure,” American Economic Review, Supplement, 
March 1919, pp. 170-179 and 180-212. 


and to the F-H-T-O, the F-H-O, the 
F-T-O and the F-O ladders. In the 
paper read by Ely the authors recog- 
nized only the H, T, and O stages. 


The agricultural ladder literature ex- 
tant defies precise and satisfactory classi- 
fication. For our purposes, we need only 
to divide the 42 publications, which we 
have examined and to which we refer 
hereinafter, into statistical and nonstatis- 
tical groups and to divide the former in- 
to those that cover large areas and those 
that deal with relatively small areas. 

In regard to both scope and quality the 
most outstanding among the statistical 
publications is that of Timmons and 
Barlowe on the agricultural ladders used 
by farm owners in the 13 midwestern 
states of Illineis, Indiana, Iowa, Kansas, 
Kentucky, Michigan, Minnesota, Mis- 
souri, Nebraska, North Dakota, Ohio, 
South Dakota, and Wisconsin.® In a 
nationwide survey of farmland ownership 
undertaken in 1946 by the former Bureau 
of Agricultural Economics of the United 
States Department of Agriculture in 
cooperation with the North Central 
Regional Land Tenure Committee, ques- 
tionnaires were sent to 48,158 farm 
owners living in these states. The farmers 
were selected atrandom from the namesof 
owners as listed in the 1945 Bureau of the 
Census records. The questionnaire in- 
cluded questions about the agricultural 
ladder experiences of the farm owners, 
and related information. The statistics 
and other information on the agricul- 
tural ladder and the textual discussion 
thereof form part of an overall story of 
the farmland ownership situation that 
prevailed in those states in 1946. 

The key agricultural ladder table is 
Table 32, on which the ladders used by 
9,509 men owners are delineated and the 


* John F. Timmons and Raleigh Barlowe, Farm Ownership 
in the Midwest, Iowa Agricultural Experiment Station Re- 
search Bulletin No. 361, June 1949, pp. 845-959. 
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percentage of the owners using each lad- 
der is indicated with considerable detail 
and precision. In Table 33 the informa- 
tion shown in Tabie 32 is broken down 
by states. In Table 34 it is broken down 
by types of owners (owner-operators, part 
owner-operators, operator landlords, and 
nonoperating landlords) and in Table 35 
it is broken down by occupation of the 
owners (farmers, retired farmers, business 
men, professional workers, and hired 
workers). Other tables show for the 
owners using each ladder, percentage dis- 
tribution by occupation, age at which 
land ownership was first acquired, and 
method of farm ownership acquisition 
(purchase, gift or inheritance, etc., and 
combinations of methods), and the per- 
centage reporting receipt and use of in- 
heritance other than land. These tables, 
as well as others and additional informa- 
tion are discussed in detail in the text. 


The publication, however, is not with- 
out some deficiencies. It has too little 
background information describing the 
physical, climatological, technical, eco- 
nomic, and huinan characteristics of the 


13-state area. Consequently, the cause 
and effect relationship between these 
characteristics and the ladders found is 
not fully explained. As the question- 
naire was sent only to farm owners the 
publication contains no information 
about the ladders used by the tenants. 
In 1945, 28.9 percent of the farmers of 
these 13 states were tenants. The ladders 
delineated do not show the mortgaged- 
owner and the full-owner rungs sepa- 
rately. By 1946 the mortgaged-owner 
status had been recognized for many 
years as a distinct and separate rung on 
the agricultural ladder. The rungs of 
the ladders are not arranged in the exact 
chronological order in which they were 
used and too little information is given 
as to the amount of time spent on each 
rung. No information appears on slip- 


pages down the ladders. Many farmers in 
these 13 states slipped down their ladders 
during the depression and no doubt many 
of them were still farming in 1946. Also, 
the authors offer practically no direct 
recommendations as to what could be 
done to improve or shorten the ladders 
found and to improve the individual 
rungs. 

On page 893 of their publication, 
Timmons and Barlowe quote the foliow- 
ing from an article by Gray, Stewart, 
Turner, Sanders, and Spiilman in the 
1923 Yearbook of the United States De- 
partment of Agriculture:!° 


“In the first place, the various successive 
stages may not always represent progress. It 
is probable that the various stages do repre- 
sent some progress in independence of con- 
trol, although not always, for an owner under 
heavy mortgage may be less independent than 
a tenant who is out of debt. Moreover, 
progress in independence does not always 
mean progress in well being. Many a tenant 
who is subject to the supervision of a capable 
and honest landlord may be better off than a 
farm owner who has not sufficient experience 
or capital to operate his farm efficiently. 
Those who employ the ladder analogy fre- 
quently have in mind that each succeeding 
step indicates higher financial standing, or 
net worth. It is obvious, however, that a 
mortgaged owner farmer may have a smaller 
equity in the farm capital than a tenant or 
pact-owner free of mortgage. Moreover, a 
tenant in some parts of the United States 
possesses more property on the average than 
an owner in other parts.” 


On these grounds Timmons and Barlowe 
conclude that the agricultural ladder 
concept “‘is highly artificial and cannot 
be accepted without numerous reserva- 
tions.” 

This is a misleading argument. 
Whether or not a farmer’s circumstances 
improve when he becomes an owner 


10 L. C. Gray, C. L. Stewart, H. A. Turner, J. T. Sanders 
and W. J. Spillman, “Farm Ownership and Tenancy,” in 
Agricultural Yearbook 1923 (Washington, D. C.: United States 
Department of Agriculture), p. 548. 

11 Op. cit., supra, No. 14, p. 892. 
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cannot be determined by comparing his 
circumstances as an owner with those of 
other farmers, be they tenants or owners, 
especially farmers in some other part of 
the country. It can be determined only 
by comparing his circumstances as an 
owner with the circumstances he him- 
self was under before he became an 
owner. It is well known that thousands 
of tenants in the Corn Belt, for example, 
are generally better off than thousands of 
owners in poorer agricultural areas but 
this difference has nothing to do with 
tenure. It comes from differences be- 
tween the Corn Belt and the other areas 
in soils, topography, climate, percen- 
tage of land under cultivation, types of 
farming, sizes of farms, available markets, 
and similar background conditions. . 
Spillman’s pioneer study is another 
large-scale statistical agricultural ladder 
research project.!? In undertaking, com- 
pleting, and publishing the results of this 
project, Spillman performed a notable 
service in that he aroused interest in the 
agricultural ladder concept, an interest 
that has continued to the present and 
no doubt will continue indefinitely in the 
future. Because of limitations in his 
data, however, in some other respects the 
publication is of little value. In col- 
lecting data as to the steps used by these 
2,112 farmers, Spillman confined him. 
self to the four steps of working on the 
home farm (with or without wages) (F), 
working as a hired man on other farms 
(H), tenancy (T), and ownership (O). 
With these steps Spillman could deline- 
ate only the F-H-T-O, the F-H-O, the 
F-T-O, and the F-O ladders, which for 
many of the 2,112 farmers is incorrect. 
As stated previously, all of the 2,112 
farmers studied were owners; whereas in 
1920, 38.6 percent of the farmers of 
these states were tenants. The publi- 
cation does include such data as the 


12 Op. cit., supra, No. 8.° 
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percentage of the owners (exclusive 
of Minnesota owners) using each ladder 
who obtained their farms by each of a 
number of methods and, for the owners in 
the five states using each ladder, data as 
to the average age of leaving the home 
farm, average number of years as a hired 
hand, as a tenant, and as anowner. The 
net result is that as a picture of the 
agricultural ladder situation existing in 
these states in 1918, the publication is in- 
complete. Although these are legitimate 
criticisms of Spillman’s data, it must be 
admitted that in his pioneer project he 
could not be expected to be aware of all 
criteria for agricultural ladder research 
work that can be recognized today. 

An unusual methodology was used by 
Taylor, Ducoff, and Hagood in their na- 
tionwide statistical study.'* Their data 
deal with the male farm-workers 20 years 
of age or over gainfully employed on 
farms in the United States in the decen- 
nial census years of 1880 to 1940, in- 
clusive. The key table is Table 11, which 
is reproduced in part below. 


In this table, as the authors explain it: 

‘*. . . . the group of farm operators under 
25 years of age in a given decennial year is 
identified as the cohort of that year. Then 
separately for owners and tenants the num- 
bers in the cohort are traced over successive 
decades. For example, in the columns for 
the “cohort” of 1890, the entries for ‘under 
25 years’ are taken from the 1890 Census, the 
entries for ‘25 to 34 years’ from the 1900 
Census, and so on to the last age group, ‘65 
and over,’ which comes from the 1940 Cen- 
sus.”?!4 


This methodology does not produce a 
clear picture of the agricultural ladder 
situation existing in an area. In the 
Taylor, Ducoff, and Hagood publica- 
tion, with the data confined to the three 

18 Carl C. Taylor, Louis J. Ducoff and Margaret Jarman 
Hagood, Trends in the Tenure Status of Farm Workers in the 
United States Since 1880, Bulletin of Bureau of Agricultural 
Economics, United States Department of Agriculture, July 


1948, 
M4 Ibid., p. 17. 
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Conorts oF Farm OPERATORS BY TENURE FOR SUCCESSIVE DecapEs, UNiTeD States; 1880-1940! 





Cohort of 1910 


Cohort of 1900 Cohort of 1890 





Age Groups 


Owners Tenants 


Owners Tenants Owners Tenants 





7,000 7,000 
98 317 
561 754 
766 672 
951 469 











7,000 7,000 7,000 
199 71 
777 541 
631 
505 
282 


147 
653 
585 
447 
263 
133 














1 “Cohorts” of 1880 and 1920 omitted. 


general stages of farm laborer, tenant, 
and owner!® and with no delineation of 
ladders, there is no clear evidence that 
even one farmer used a ladder composed 
of only these steps and, consequently, 
there is no information as to the number 
of farmers who used each such ladder. 
But as it is known that all over the 
country farmers used not only these but 
also a variety of other steps, it is obvious 
that many, if not most of the farmers 
accounted for in the study, used ladders 
that included other steps. 

In addition, there is in this publication 
very little positive evidence of progress by 
farmers in climbing agricultural ladders. 
The authors themselves point this out. 
Referring to Table II, they state: 


‘Support for the ladder theory would be 
indicated if fer a given cohort of farm opera- 
tors the prevailing pattern were for increases 
in the number of owners in the cohort to 
occur simultaneously with decreases in the 
number of tenants, as persons of a specified 
age shifted from tenant to owner status dur- 


18 Table 11 has data only for tenants and owners but 13 
other tables list not only the numbers of tenants and owners 
but also the numbers of hired workers and /or changes therein 
per 1,000 males 20 years old and over gainfully employed on 
farms in the United States, in various geographic regions 
and in individual states in the decennial census years of 1880 
to 1940, inclusive. One wonders how the authors classified 
the farmers who were found to be in the combination tenure 
Stages, laborer-tenant, laborer-owner, and nenmewner, 
if these farmers were included. 


ing a given 10-year period. But the data in 
the table show that this does not prevail 
generally. For every cohort, the increases in 
owners as the group changes from under 25 
years of age (identified as average age 20) to 
ages 25 to 35 years (identified as average age 
30) is accompanied by an increase in tenants 
as well. Some of the owners without question 
did come from the tenant group 10 years 
earlier, but accessions to the tenant group 
were large enough to makeup for these shifts 
and to supply a net increase in tenants as well. 

. In the change from average age 30 to 
average 40, there was a net increase in owners 
in the several cohorts and a net decrease in 
the tenants, suggesting some documentation 
of climbing the ladder. But in no cohort was 
the decrease in tenants large enough to pro- 
vide for the large increase in owners, so that 
sources other than tenants must have ac- 
counted for more than half of the increase, 
unless the tenants who ‘climbed the ladder’ 
were quickly replaced by newcomers to the 
tenant group.””!6 


However, even if for a “‘cohort”’ all the 
figures in the “Owners” column were 
exactly the same and all the figures in 
the ‘“Tenants” column were exactly the 
same for all the age groups, it would not 
be evidence of lack of climbing. Because 
of mortality, retirement, and changes in 
occupational status by some owners and 
tenants, other farmers would climb 1 to 
replace them. 


16 Op. cit., supra, No. 19, p. 17. 
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These deficiencies are due to the lack 
of continuity in the data for the individual 
farmers from one census year to the next. 
Farmer A in the “Under 25 years” group 
of owners in the “‘cohort” of 1890 is not 
identified in either the group of owners or 
the group of tenants indicated under 
“Cohort of 1890” as having been 25 to 34 
years of age in 1900, and soon. But the 
publication is by far the best one avail- 
able as concerns information about the 
natural, technical, economic, and human 
conditions and changes therein through- 
out the country, and in regard to the 
cause and effect relationship of these 
conditions to the steps reported as used 
and to the varying numbers and pro- 
portions of the farmers using each.*” 


There are large gaps in the agricultural 
ladder data collected by Goldenweiser 
and Truesdell in their nationwide study 
of United States farm tenancy in 1920.1* 
In taking the 1920 census each owner was 
asked only how many years, if any, he 
worked on farms for wages, how many 
years he was or had been a tenant, and 
how many years he had farmed as an 
owner. The owners were not asked 
whether they had engaged in any other 
gainful occupation or occupations prior to 
ownership and how many years they were 
in each. Consequently, only data per- 
taining to the H, T and O stages were 
obtained, and the conclusion that 20.5 
percent of the 3,529,743 owners who an- 
swered the questionnaire used the F-H- 
T-O, 23.7 percent used the F-T-O, 14.2 
percent used the F-H-O, and 41.6 per 
cent used the F-O ladder is incorrect. 


17 Another project in which this general methodology was 
used is that of John D. Black and R. H. Allen, “The Growth 
of Farm Tenancy in the United States,” The Quarterly 
Journal of Economics, May 1937, pp. 393-425. Among the 
differences between the two projects is that Black and Allen 
obtained data on seven agricultural ladder steps, Their 
publication also is excellent in regard to background in- 
formation. 

18 E. A. Goldenweiser and L. E. Truesdell, Farm Tenancy 
sn the United States 1920, Census Monograph IV, 1924, pp. 
83-116. 


The authors admit that the relatively 
high percentage of 41.6 percent for 
the F-O ladder is evidence that many of the 
1,486,557 owners to whom this ladder is 
attributed failed to report previous ex- 
perience they had had as farm laborers 
and /or tenants.'* It is an indication also 
that some of these owners had some 
gainful pre-ownership experience other 
than farm laborer and tenant, which the 
questionnaire did not ask them to report. 
As the average total farm experience of 
the owners indicated for each of these 
ladders was determined on the basis of 
only the total years of experience on the 
steps of the ladder as reported by the 
owners, these averages also are incorrect. 

This publication has a few other de- 
ficiencies but it contains some interesting 
sets of data. These include figures on the 
average age of entering tenancy and of 
becoming an owner, and the average 
amount of time spent in each of these 
stages. It includes also some evidence of 
climbing up the agricultural ladder in 
terms of the modal ages of the groups of 
farmers in the share and share-cash 
tenant, the “‘cash and unspecified tenant,” 
the part owner, the “full owners, mort- 
gaged” and the “‘full owners, free”’ stages. 


Among the small-scale statistical agri- 
cultural ladder research publications a 
considerable number are of relatively 
high quality. Limitations of space do 
not permit a detailed discussion of these 
publications and I can do little more than 
mention a few. Among these is the 
study by Hendrix, Elrod, and Fullilove of 
235 farmers (106 farm owners, 79 tenants, 
and 50 croppers) living in Newton 
County, Georgia, in 1937.?° This publica- 
tion is unusual in that it designates very 
exactly the many ladders found to have 
been used. Some of these ladders were 
complicated and included extensive slip- 


19 Jbid., pp. 102, 105, 107. 
3° Op. cit., supra, No. 12, pp. 18-24. 
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page. Another of these studies is that 
made by Ten Haken in 1927 of 139 
farmers, 31 retired farmers (all of whom 
were owner-operators when they re- 
tired), 49 active owner-operators, and 59 
tenants, of Walnut Grove Township, 
Knox County, Illinois.24_ A third study 
in this group is Rankin’s 1920 survey 
of 1,034 farm operators located in eight 
small areas in as many Nebraska coun- 
ties.22. Of these farm operators, 543 were 
owners and 491 were tenants, but agri- 
cultural ladder data are given for the 
owners only. The differences between 
the eight areas are pointed out. 


A fourth project is that of Tetreau on 
Madison and Union Counties, Ohio,?* 
and the writer believes that his own three, 
on the townships of Newton and Brad- 
ford in Manitowoc and Rock Counties, 
Wisconsin, belong in this category also.*# 
Tetreau obtained a wide variety of in- 
formation on 305 farmers of Union 
County, of whom 200 were owners and 
105 were tenants, and on 305 farmers in 
adjoining Madison County, of whom 140 
were owners and 165 tenants. But agri- 
cultural ladder information is given for 
owners only. The 270 tenants are clas- 
sified into four groups, (1) 48 owners-in- 
prospect, (2) 34 apparently permanent 
tenants, (3) 15 who were equipped 
financially to be owners but who pre- 
ferred to remainin the tenant status, and 
(4) 173 whose future ownership status 


21 William Ten Haken, “Land Tenure in Walnut Grove 
Township, Knox County, Illinois,” The Journal of Land & 
Public Utility Economics, February 1928, pp. 13-24, and May 
1928, pp. 189-198. 

22 J. O. Rankin, Steps to Nebraska Farm Ownership, Nebraska 
Agricultural Experiment Station Bulletin No. 210, February 
1926. 

23E. D. Tetreau, “The ‘Agricultural Ladder’ in the 
Careers of 610 Ohio Farmers,” The Journal of Land & Public 
Utility Economics, August 1931, pp. 237-248. 

24 Carl F. Wehrwein, “The Pre-Ownership Steps on the 
‘Agricultural Ladder’ in a Low Tenancy Region,” “The 
Post-Ownership Steps on the ‘Agricultural Ladder’ in a 
Low Tenancy Region,” and “The ‘Agricultural Ladder’ in 
a High Tenancy Region,” The Journal of Land & Pubhe 
Utility Economics, November 1928, pp. 417-425; February 
1930, pp. 65-73; February 1931, pp. 67-77. 
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was in doubt. The present writer’s three 
articles deal with 199 farm owners and 2 
tenants of the Township of Newton and 
45 owners and 47 tenants of the Town- 
ship of Bradford.?5 

Much significant and interesting in- 
formation was contained in some of the 
nonstatistical agricultural ladder publi- 
cations studied. Adon Poli gave a good 
description of the pre-World War II 
agricultural ladders used by Japanese and 
Japanese-American farmers in the Pacific 
Coast states. 


“The initial tenure status of the Japanese 
immigrant farmer was that of farm laborer. 
He usually worked under the direction of 
Japanese ‘bosses,’ individuals who more or 
less controlled the disposition of the working 
forces under their leadership. These Japanese 
‘bosses’ organized labor groups and bargained 
with farmers in supplying laborers on a wage 
or contract basis... . As the Japanese 
farm laborers, however, gained proficiency in 
farming operations, they soon aspired to the 
more desirable status of farm operator. . . . 
Enterprising Japanese ‘bosses,’ with a ready 
supply of manpower at their disposal and 
an intimate knowledge of the operating 
problems in any given region were in a posi- 
tion to induce the farmers with whom they 
negotiated to lease holdings to them under 
different forms of tenure... . Another 
common practice which simplified financial 
problems of Japanese operators was the 
forming of partnerships among themselves. 
In this way, through hard work, industry, and 
shrewd bargaining many Japanese farmers 
proceeded upward along the ‘agricultural 
ladder’ from farm labore: to share cropper 
and tenant, and some to ultimate farm 
ownership.”’6 


The publication contains no information 
as to whether the Japanese farmers used 
any steps or ladders other than those re- 
ferred to above. 


25 Most of the other small-scale statistical agricultural 
ladder research publications I read are at 2 somewhat lower 
level of significance and usefulness than these eight. Space 
does not permit discussion of them. 

26 Adon Poli, Japanese Farm Holdings on the Pacific Coast, 
Mimeographed Circular of the Bureau of Agricultural 
Economics, United States Department of Agriculture, 
December 1944, p. 7. 
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Marshall Harris pointed out in detail 
the growing importance of the agricul- 
tural ladder that consists of father-son 
operating agreements and transfer ar- 
rangements involving the home farm. 
The first rung of this ladder is an operat- 
ing agreement based on a 4-H or F.F.A. 
project undertaken by the son. The son 
has complete charge of the rearing of an 
animal or the use of a piece of land for a 
year and the income produced by the 
animal or the land is his. The next two 
rungs are operating agreements under 
which increasing shares of the equity in 
the machinery, livestock, and so on, of 
the management responsibility and func- 
tions, and of the income accrue to the 
son. A part of the son’s share of the in- 
come is periodically credited against the 
value of the machinery and other equip- 
ment to increase his equity therein. The 
remaining two rungs are transfer arrange- 
ments. The first transfers to the son a 
specific ownership claim against, or in- 
interest in, the farm real estate. The 
second transfers to the son the father’s 
remaining equity in the real estate.’ 
Barlowe and Timmons also pointed out 
the increased use of this ladder.?*® 

Although this ladder has become more 
important, in my opinion it is doubtful 
whether, as Harris states,?® there will 
some time be as many as 1 farmer in 6 
acquiring ownership by this procedure, 
or whether Barlowe and Timmons are 
justified in asking: “This trend is all 
very well for the favored sons who can 
inherit or share in the inheritance of a 
family farm. But what of the would-be- 
owners who enjoy no such advantages? 
Are they to be frozen out by a ‘closed 
shop’ policy of intra-family transfers.”’*° 


27Marshall Harris, “A New Agricultural Ladder,” 
Land Economics, August 1950, pp. 258-267. 

28 Raleigh Barlowe and John F. Timmons,. “What Has 
Happened to the Agricultural Ladder,” Journal of Farm 
Economics, February 1950, pp. 30-47. 

29 Op. cit., supra, No. 36, p. 262. 

30 Op. cit., supra, No. 37, p. 46 and 47. 


Probably with few exceptions this ladder 
can ke used only by sons of living farm 
owners who want to farm and want to do 
so on the home farm. Many living own- 
ers have no sons and many sons of living 
owners either do not want to farm or do 
not want to do so on the home farm. 
The home farm may be too small to 
support two families or the son may prefer 
a farm with better land or better build- 
ings, or both, or he may prefer a different 
location or a different type of farming. 
In addition, a father and his son may not 
be able to make mutually satisfactory 
operating or transfer agreements or, if 
they make them, they may not be able 
to carry them out to completion. Hence, 
the number of farmers who acquire 
ownership by this procedure will always 
fall far short of creating a “‘closed shop” 
situation.*! 

Discussion of nonstatistical agricultural 
ladder publications which appear to this 
writer to be more or less unsound or mis- 
leading will be confined to that of La- 
wanda Fenlason Cox who questions the 
validity of the agricultural ladder con- 
cept. *? 

However, the key idea in the publica- 
tion appears to be the theory that the 
agricultural ladder concept is sterile be- 
cause, in the view of the author, it has not 
promoted historical research in farm 
tenancy. This idea is expressed specifi- 
cally as follows: 

81 There are a number of other creditable nonstatistical 
agricultural ladder publications which supply interesting 
information or help to improve agricultural ladder research 
methodology. For example, Shu-Ching-Lee, (op. cit., supra, 
No. 1), among other things, compares the agricultural ladder 
situation that characterizes static agricultural societies 
like those of China and India, with the ladder situations 
existing in dynamic agricultural societies like that of the 
United States; and George H. Von Tungeln, “Some Ob- 
servations on the So-Called Agricultural Ladder,” Journal of 
Farm Economics, January 1927, points out, among other 
weaknesses of certain published agricultural ladder data, 
the distortion caused by the higher mortality rate of the older 
farmers as compared with the younger. 

32 Lawanda Fenlason Cox, “Tenancy in the United 
States 1865-1900, a Consideration of the Validity of the 


Agricultural Ladder Hypothesis,” Agricultural History, 
July 1944, pp. 97-105. 
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“No constructive purpose would be served 
by searching the records for those who made 
their way upward and those who did not. 
The important historical fact is not that cer- 
tain individuals, even though a numerous 
group, could and did change their status from 
that of tenant to owner, but that the institu- 
tion of tenancy itself was growing .. . In 
other words, the impetus for this discussion 
has been a conviction that the ladder concept 
isasterileone. It has not promoted historical 
research. It has stifled curiosity concerning 
the conditions that surrounded tenancy .. . 
There is need for more knowledge of the 
historical facts of tenancy—its origin, the 
divergent patterns of its development (or 
disappearance) in various sections of the 
country and in differing areas within the 
sections, its iaterrelationship with land poli- 
cies, speculation, farm prices, land values, 
credit facilties, sizes of farm, types of crop, 
conditions of inheritance, and the attitudes 
of immigrant folk toward the land. There is 
need to know more about the manner of 
life of farm tenants, particularly of those who 
remained renters in their forties and fifties. 
Such inquiries will be of the greatest possible 
value only if those who undertake them are 
on guard against an unconscious acceptance 
of the ladder theory and all that it implies.” 


No one will dispute the claim that con- 
tinuing research in farm tenancy is 
necessary and presumably the author 
would -agree that the results of such re- 
search will be significant and of value to 
practical farmers, among others. But the 
author submits no evidence that the agri- 
cultural ladder concept or the findings 
in agricultural ladder research have not 
led to research in farm tenancy. But 
even if we could be sure (which we can- 
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not) that this concept or these findings 
have not promoted research in farm 
tenancy, would this be conclusive evi- 
dence that the concept is sterile? Is it 
true, as the author claims, that the 
change from tenancy to ownership by 
millions of farmers is of no importance to 
them and consequently, of no importance 
to many other groups and individuals? 


Anyone familiar with and appreciative 
of the realities of agricultural land tenure 
knows that whether a farmer is a tenant 
or an owner and how long he has been or 
was in either status, do make adifference 
to him. It also makes a difference 
whether or not, before tenancy or owner- 
ship, he had to engage in any wage- 
earning jobs or trades or in other 
occupations and how much time he 
spent in each. It also makes a difference 
to farmers whether or not, as a result of 
agricultural ladder research, the ladder 
situation in an area is improved. Con- 
sequently, the agricultural ladder con- 
cept has demonstrated its significance in 
having promoted and stimulated ex- 
tensive research in that undeniably im- 
portant element of the agricultural 
economy of the country, the agricultural 
ladder itself, if not in any other phase of 
farm land tenure. Nor can I agree that 
either conscious or unconscious accep- 
tance of the agricultural ladder concept 
necessarily hinders anyone in performing 
detailed, accurate, and objective farm 
tenancy research. 








The Miracle of German Housing 
in The Postwar Periodt 


By ROBERT G. 


Ft eae magnitude and speed of housing 
construction in West Germany since 
the war has been outstanding. Destruc- 
tion of housing by war action, most 
severe in urban and industrial centers, 
amounted to one-quarter of the ten 
million dwelling units in existence in 
1939.1 The desperate housing shortage in 
1945, second only in urgency to the 
procurement of food, was further in- 
creased by the need of shelter for ten 
million refugees. The analysis made in 
this article deals with housing needs, the 
rate of reconstruction, public assistance, 
methods of financing, and the share of 
housing construction in total investment 
and thus as a major factor in the mainte- 
nance of prosperity in Germany. 


Housing Needs and Rebuilding 

A total of 2.3 million dwelling 
units either were completely destroyed 
or rendered permanently uninhabitable 
during the war period of 1939 to 1945. 
An equal number suffered medium or 
lesser damages. Housing was needed 
not only for the resident population and 
refugees but for the rapidly forming new 
families. By the end of 1950 the im- 
mediate and most urgent housing deficit, 
as shown in Table I, amounted to five 
million units.* 


t The material on which this article is based was originally 
undertaken for a doctoral dissertation at Harvard University 
on Tax Incentives for Savings and Investments in the German 
Federal Republic, 1948-1954, completed in 1956. The legal 
aspects of incentives and statistical data are brought up- 
to-date. 

* Professor of Economics, Babson Institute. 

1 In comparison, in Great Britain, one-eighth of the exist- 
ing housing was destroyed. See, “Housing, Rents and Sub- 
sidies,”” Laber and Industry in Britain, March 1956, p. 30. 

?Hermann Wandersleb, Four Years of Housing Activity 
(Bonn, Germany: Federal Housing Ministry, 1953), pp. 
46-47. 

?The Housing Census of 1950 registered two million 
persons as living without any housing (living in shelters, 
make-shift hovels, etc.) Only two-fifths of the 15.5 million 
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TABLE I—Houstno Neeps, West GERMANY: 
Decemser 31, 1950* 


in million dwelling units 


Destroyed, in need of replacement............+++-0+- 2.3 

Requirements of refugees. ............cecceesceeeees 2.3 

Deficit in housing (Net formation of new families 
MOMENTS AID) v, 0's diaiawre'e i Siceisdaiedaieepncsiviewtes 1.2 


Gross Needs........000+ 5.8 


Less Additions, chiefly by repairs, since 1945.......... 1.0 


Net Needs!............ 4.8 


* Source: Herman Wandersleb, Four Years of Housing 
Activity (Bonn, Germany: Federal Housing Ministry, 1953), 
pp. 46-47. ; 

1 Not including normal replacement needs neglected dur- 
ing the war. To catch up with these needs, annual additions 
of 130,000 units for fifteen years are required. 


The so-called miracle of German re- 
covery should indeed be applied to hous- 
ing. Annual construction of dwelling 
units in the last decade not only greatly 
exceeded top construction years of the 
much larger old German Reich but also 
accounted for an increasing share in 
total investment in postwar Germany.‘ 
Completions of dwelling units, accord- 
ing to Table II, averaged 500,000 
units annually and increased to over 
100 units completed per 10,000 popu- 
lation from. 1953 on. This rate of 
performance exceeded that of previous 
good years three times and out-dis- 
tanced corresponding rates of every 
other country in the world.® In spite of 


households had the use of a dwelling unit for themselves 
while three-fifths had to double up with one or several 
families. Altogether, 12 million persons were listed as sub- 
tenants. 

4 Expenditures for new housing construction averaged 
one-half of total construction outlays and one-fifth of total 


gross investment spending from 1950 through 1957. In 
prewar years, housing amounted to less than one-seventh 
of investment spending. 

5 In the early years of reconstruction, new units comprised 
75 percent of the total, the balance consisting of repairs, 
alterations and additions. New units amount to over 90 
percent of the total as of 1958. 
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TABLE Il—Hovusinc Compretions, West GERMANY: 
1949-57 * 





Dwelling 
Units 
Completed 


215 ,000 46 
360 ,000 76 
430 ,000 89 
452,000 92 
515 ,000 106 
555 ,000 109 
542 ,000 108 
561 ,000 111 
529 ,000 103 


Unit Comple- 
tions Per 10,000 
Inhabitants 


Total Value 
in 
Billion DM? 
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* Sources: W. Fey, “Der Wohnungsbau in der Bundes- 
republik und seine Finanzierung, Bundesbaublatt, Number 4, 
1954; and Boersen-und Wirtschaftshandbuch (Frankfurt, Germany: 
1958), pp. 25-26; “Was Wird Aus Dem Wohnungsbau?” 
Bayerische Vereinsbank (Muenchen, Germany: Number 2, 1958). 

1The year of fewest completions in the federal German 
Republic (West Germany) exceeded the best prewar con- 
struction years of the much larger German Republic. Com- 
pletions amounted to 197,000 units in 1929 and 183,000 units 
in 1936, which was the best year of the thirties. 

2 The currency reform of June 1948 established a new 
currency known as Deutsche mark, formerly known as 
Reichsmark. The price level in Deutsche mark in 1948 
ran approximately 80 percent above that of the German 
prewar level. 


the completion of over 4 million dwelling 
units in the last decade the housing 
deficit, early in 1958, was estimated at 
2.33 million units. § 


Housing units erected since 1948 were 
typically 3-family, moderately priced 
rental units containing two or three rooms 
and a kitchen. Since 1955 the housing 
trend is toward four-room and larger 
apartments with far greater emphasis of 
single units privately owned.’ 


Contribution of the German Government 
to Housing 


Assistance to housing construction by 
public authorities was not unique in 


8 Between 1949 and 1957 sufficient units were provided to 
shelter more than 15 million persons. Nevertheless, the 
continuous influx of refugees and rising replacement needs 
(among other factors) remain responsible for the present 
shortage—not allowing for one million persons still living in 
old barracks and bunkers. ; ; 

7 Units completed average 4 rooms (including kitchen) 
covering a floor area of 660 square feet. See “1955 wieder 
540,000 Wohnungen,” Der Arbeitgeber, April 20, 1956. 
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postwar Germany. Much of the rental 
housing built in Germany during the 
twenties was publicly financed. Méillions 
of industrial and white collar workers 
benefited from this low-cost housing 
which kept rents in newly built units 
down to one-tenth of the average gross 
earnings of these groups. ® 

The German government established 
a decade ago also launched a housing 
assistance plan but proceeded in an en- 
tirely different manner. Most important, 
a systematic housing program was en- 
acted that made it the obligation of the 
federal government not only to plan for 
new housing construction each year but 
also to secure the means for its financing. 
While public authorities were assigned a 
major role in the procurement of housing 
funds, they discontinued the method 
formerly used of raising them by specific 
taxes. The present housing program 
thus cannot break down because of the 
drying up of specifically assigned tax 
revenues as happened in 1930 at the very 
time when more housing construction 
was urgently needed to combat the de- 
pression. A third and equally important 
change in the entire role of housing was 
brought about by the recognition that 
the government had to assist—in one way 
or another—in encouraging the flow of 
private funds into mortgages for the 
financing of new housing. In this way 
the great variations in the availability of 
private funds for new housing as ex- 
perienced in the past were avoided and 
the building program stabilized. Fur- 
thermore, in the twenties lending rates 
on private funds were high; thus rents 


* This type of low-cost rental housing was financed by a 
special tax on rental incomes (Hauszinssteuer) from existing 


housing. In this way RM 5 billion were collected from 
1924 to 1931 and lent as second mortgages at interest rates 
from 1 to 3 percent. Another RM 3 billion were given by 
the government as direct subsidy. Total public assistance 
sufficed to finance one-half of all housing construction dur- 
this period. See W. Fey, Leistungen und Aufgaben im Deutschen 
Wohnungs und Siedlungsbau (Berlin, Germany: Duncker & 
Humblot, 1936). 
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rose and they, in turn, could be reduced 
only by still larger subsidies. When tax 
revenues dwindled in 1930 the govern- 
ment cut assistance to housing to a 
minimum causing the complete collapse 
of this important segment of the economy. 

The First Housing Act of 1950 was de- 
signed to avoid all the pitfalls of the past 
and put public assistance to housing on 
an entirely new basis. It established the 
concept of ‘‘social housing” and laid 
out a program of construction of 300,000 

dwelling units each year up to 1956. 
Later it was extended until the end of 
1962.° This law not only provided for 
public mortgage lending and confirmed 
existing incentive taxation for the chan- 
neling of private funds into housing but 
also created various housing and resettle- 
ment projects for low income earners and 
refugees. It introduced three basic 
categories of housing; social housing, tax- 
stimulated and freely-financed housing 
without government aid in any form. 

' Social housing deals with the housing 
on a rental basis for low-income earners. !° 
This type of construction is assisted by 
very low-cost public loans for second 
mortgages (at 0.5 percent) amounting to 
one-third to one-half of the total outlay. 
Dwelling units constructed with this 
assistance cannot exceed a floor area of 
900 sq. feet and their rentals must be 
limited to amounts set by the housing 
authorities.'11_ The latter also select the 

*The Housing Act of 1950 and its amendment of 1956 
provided for comprehensive planning of housing setting 
national goals for the number of units to be erected annually, 
establishing their average size, also the cost of the rentals and 
interest rates to be paid for mortgages financing them. 
Construction ue on the other hand, remained uncontrolled. 
See, Das Erste Wohnungsb , April 24, 1950, BDBI, 
p. 83; and A. Sielinenm, Die Steuern-Gebuehren-und sonstigen 
Abgab tigungen fuer den Wohnungsbau, Vol. 38 (Koehn, 
Germany: R. Mueller, 1953). 

10 To qualify in this category, annual incomes are limited 
to DM 6,000 for a family of four with further credit of DM 
1,200 for each additional child. See, Second Housing Law 
of 1956. 

11The maximum monthly rental per square meter of 
rented floor space set at an average of DM 1.00 in 1950 was 


gradually increased to DM 1.27 by 1957. Controls are 
carried out by special supervising bodies set up in each of 








tenants from waiting lists according to 
their income brackets and urgency of 
need. This type of construction is ex- 
empt from the purchase tax on real estate 
transactions and the completed units 
remain free from real estate taxes for a 
decade.'? By compliance with the re- 
quirements of social housing, all its bene- 
fits become available to ay other kind 
of housing. 

Tax-stimulated housing is financed ex- 
clusively by the use of private funds. The 
incentive to lend is in the fact that loans 
for mortgages can be deducted from tax- 
able income. Such loans, however, must 
be free of interest or at 5 percent. Build- 
ers can draw on these funds provided 
they use them in the construction of units 
according to the requirements of social 
housing. In particular, the floor space 
of the units and rents that can be 
charged remain controlled.'!* The capital 
furnished by the builder himself can be 
charged the higher market rate of in- 
terest (at least 8 percent in the earlier 
years but 7 percent now) and he is per- 
mitted a fair profit in the pricing of the 
units. 

Finally, freely-financed housing is built 
without public funds or tax-stimulated 
funds. This category naturally remains 
free of any limitation either on size or the 
amount of rent that can be charged or 
the selection of tenants. Faster write off 
and various local tax reductions were 
made available to encourage the free use 





the nine German Laender and in West Berlin. See, Boersen- 
und Wirtschaftshandbuch, 1958, Frankfurt, Germany: 1958), 
pp. 25-26. 

12 The purchase tax and real estate tax are local taxes. 
The exemption from the latter, according to various esti- 
mates, cuts down the annual cost of upkeep, administration, 
and depreciation by one-sixth. The exemption from the 
purchase tax saves, on the average, 7 percent of the cost of 
the building lot. 

18 Area limitations here are set at 1,300 square feet and 
rentals can exceed those set for social housing by 50 percent. 
Furthermore, these units can be rented freely without alloca- 
tion by the authorities. See, “Der Wohnungsbau in der 
Bundesrepublik Deutschland-Zwischenbilanz und Vor- 
schau,” Der Bundesminister fuer Wohnungsbau (Bonn, Ger- 
many: 1951.) 
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of private funds in housing. Most of the 
DM 17 billion of this kind was used to- 
gether with tax-stimulated and public 
funds in financing rental housing from 
1950 through 1956 while not more than 
one-tenth of all units produced during 
this period was financed exclusively in 
this way. In the last two years.the con- 
struction of single and two-family housing 
for private ownership has made great 
progress however, representing one-third 
of total unit completions now. 


Financihg Process 


The amazingly high output of housing 
in the last six years, amounting to over 
three million units, was made possible 
by skillful financing methods through 
government subsidies and incentive taxa- 
tion. In this process the three-fold 
problem of a general capital shortage, the 
retention of all business saving for self- 
financing and high construction costs, 
had to be overcome. The housing pro- 
gram succeeded fully not only in solving 
these problems but also in fitting produc- 
tion schedules smoothly into the dy- 
namically expanding economy compet- 
ing for scarce materials and financial re- 
sources. The closing of the gap between 
high construction and mortgage costs on 
the one hand and low-cost rents within 
the paying capacity of most wage earners 
became extremely helpful in the fight 
against inflation. 


Housing construction required outlays 
of DM 65 billion equal to one-fifth of 
total gross investment expenditures from 
1950 to 1957.14 Table III shows annual 
expenditures on housing according to the 
sources of financing from public and pri- 
vate funds. The former were given to 
private builders as low-cost second 
mortgages (at 0.5 percent) comprising 

14 Consisting of expenditures on new plant and equipment, 


residential and all other construction, changes in inventories 
and net foreign investment. 
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one-third of the total spent during this 
period. While this contribution was 
decisive in making possible the high rate 
of housing completions, it amounted to 


TABLE I1I—Sources or Funps Usep 1n Private Resi- 
DENTIAL CONSTRUCTION IN West GERMANY AND PusLic 
Funps As Percent oF ToTay: 1950-1957 * 











Public Private Public 
YEAR | Funds! in | Funds?in | Totalin | Funds as 
Billion DM)Billion DM|Billion DM} Percent of 
Total 
1950...... 1.6 2:2 3.8 42 
1981...... 2.2 2.7 4.9 45 
pe 2.4 3.9 6.3 38 
1984......: 2.7 5.1 7.8 35 
1954...... 3.0 6.0 9.0 33 
1988.....05.. 3.3 7.5 10.8 30 
1956...... 3.6 7.7 11.3 32 
1957...... 3.5 8.0 11.5 31 
Total 22.3 43.1 65.4 |Average— 
34% 

















* Sources: For 1950-1953, see W. Fey, op. cit., in Table I. 
For 1954-1957 see Bayerische Vereinsbank, op. cit. in Table II. 

1 Provided as mortgages from regular budget sources of 
the federal government, the Laender and local authorities 
including the coal tax of the Miner’s Housing Act of 1951, 
and by borrowing of small amounts. 

2 Provided as mortgages from private sources either tax- 
stimulated, or freely by homebuilders and owners. Loans 
given by Social Insurance institutions and the Reconstruc- 
tion Loan Corporation are included. 


only a small share, as a rule less than 8 
percent, of annual total public expendi- 
tures. Public loans were most important 
during the early phase of the housing 
program when private savings lagged and 
tax incentives for the channeling of long- 
term funds into housing had not yet been 
provided. Local communities furnished 
about two-thirds of all public mortgage 
money in contrast to the federal govern- 
ment which is playing a minor role as a 
direct source of such funds.'® 

While public subsidies to housing made 
possible a high rate of completions, they 

18 By the end of 1957 public authorities had built up over 
DM 20 billion assets in mortgages comprising one-half of 
their total lending to private housing and industry. These 
public savings are now criticized as having been made at the 
expense of the taxpayer. See also, D. Duhmer, Das Oeffent- 


liche Vermoegen (Bonn, Germany: Institut Finanzen und 
Steuern, pamphlet 35, 1955). 
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did not suffice to finance the low-cost 
rental units needed by the average wage 
earner. In comparison with 1938, build- 
ing costs had risen by 170 percent by 
1957 while controlled rentals were per- 
mitted to advance only by 27 percent. 
During the same time, the increase in 
the cost-of-living amounted to 80 per- 
cent. Correspondingly, the price of 
an average dwelling unit of RM 7,000 
in 1938 rose to DM 14,000 in 1949 
and has now reached DM _ 20,000. 
On the other hand, average rental 
costs that amounted to RM 19 
per room or RM 50-60 monthly per 
dwelling unit (without utilities) in 1938 
have risen only to DM 23 per room at 
present.'6 Even the doubling of the 
size of the individual public mortgage 
from DM 3,500 in 1949 to DM 7,000 and 
above in 1956 did not suffice to bring 
rising construction costs into line with 
controlled rentals. Consequently, the 
financing of low-cost rentals had to be 
done through various additional measures 
outside of public mortgages, such as the 
lengthening of amortization for loans to 
30 years and above all by tax incentives. 
More than one-half of all private funds 
furnished for residential construction 
from 1950 through 1956 as shown in 
Table IV, was incentive-connected. As 
pointed out previously, users of these 
funds had to comply with the provisions 
of social housing by limiting the size of 
the units they built and renting them at 
controlled rates. The largest supply of 
private housing funds came through the 
introduction of tax-exempt mortgage obli- 
gations. Next in importance were the 
funds collected by building associations. 
By the provisions of tax incentives, hous- 
ing demand drew additional DM 18 


18 Jahrbuch fuer die Bundesrepublik Deutschland, 1957, Housing 
tion. 


billion into mortgages from 1950 to 1956 
inclusive. !7 
Incentive Devices 


Tax incentives which became respon- 
sible for one-half of all private savings 


TABLE IV—Sources or Private Funps Usep 1n Private 
ReswwenTIAL Construction In West Germany By Use oF 
Tax INcENTIVEs AND ALso Wirnout Alp: 1950-1956 * 











By Tax In-] Without 
Sources centive in | Aidsin | Total 
Billion DM/Billion DM 
Savings Banks............ 2.6 2.9 5.5 
Life Insurance Companies?. 0.8 1.7 2.5 
Building and Loan 
Associations!........... 1.7 3.3 5.0 
Mortgages and Communal 
Obligations............ 8.8 3.4 12.2 
Loans Made by Business 
from Profits*............ 4.3 0 4.3 
Free Funds of Builders, 
Owners and Others?.... 0 5.6 5.6 
J) Ee eer Se 18.2 16.9 35.1 














* Sources: Bundesbaublatt, Number 4, 1954, p. 147; R. 
Tarnow, ‘“Finanzierungskrise im Wohungsbau,” Gewerk- 
schaftliche Monatshefte, February 1957, p. 104. 

1 One quarter of total saving in this form was credited to 
incentive saving which authorized larger than normal de- 
ductions from taxable income for these purposes. 

2 Under Section 7(c), Income Tax Law, interest-free 
loans. 

3 Including mortgage loans by Social Security Institutions 
and the Reconstruction Loan Corporation. 


used as mortgage funds for immediate 
financing of housing operated in three 
ways. Firstly, they encouraged personal 
saving at credit institutions which would 
use them as mortgage loans. Secondly, 
they attracted private funds—of indi- 
viduals or business—for the purchase of 
tax-exempt mortgage and communal 
bonds. Thirdly, they provided large 
personal income or corporation tax 
savings for individuals and business firms 
who were willing to furnish loans for 
housing. 

17 Total personal savings accumulated in Germany from 
1950 through 1956 amounted to DM 53 billion in the form 
of DM 22 billion deposit savings, DM 10 billion premium 
payments to life insurance and building and loan associa- 
tions, and DM 21 billion new net issues of bonds (predomi- 


nantly) and some stocks. See, Bank Deutscher Laender, 
Monthly Report, July 1957, p. 85. 
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The accumulation of personal savings 
was stimulated by permitting the deduc- 
tion from taxable income, within certain 
limits, of premium payments for life in- 
surance, contributions to building and 
loan associations and simple savings de- 
posits in banks. Savings deposits con- 
tracted under the incentive law—they 
could not be withdrawn for three years— 
amounted to a total of DM 2.6 billion, 
collected from the introduction of the 
law in 1949 to its termination in 1955.18 
Tax incentives greatly stimulated savings 
at life insurance and building associations 
making them an important source of 
long-term funds for housing. 

Building Savings Associations (Bau- 
sparkassen) in Germany are playing an 
increasing role in the development of 
institutional saving. Not only have they 
become the principal collectors of de- 
posits for immediate and direct use in 
housing but they also are constructing 
a great portion of the publicly-assisted 
rental housing units. On the average, 
they continue to build and to own one- 
half of all units erected under social hous- 
ing from 1948 to the present, equalling 
one-third of all dwelling units constructed 
during this period.'® 

The First Capital Development Law of 
1952, in force until 1955, introduced tax- 
exempt bonds which became the most 
important factor in raising housing funds 
from private sources. In addition to the 
assistance to housing, this law succeeded 
in reactivating the capital market in 


18 The so-called Lex Preusker of 1956 reactivated incen- 
tive deposit savings to reduce the shortage of housing funds 
and required insurance and credit institutions to turn over 
70 percent of such saving for housing. Taxpayers, further- 
more, were permitted to deduct a maximum of DM 7,000 
annually from their taxable income for incentive savings for 


_ 1957 and 1958. The normal deduction for special expenses 


limits this maximum to DM 1,200 since the last income tax 
reform in force on January 1, 1958. 

19 Associations construct housing on their own account, 
giving their members the first claim to rent. The Bau- 
sparkasse der Freunde Wuestenrot in Ludwigsburg, the 
biggest non-profit organization is, like the majority of these 
builders, exempt from income and all other taxes. 


Germany which until then had been 
non-existent. By this tax stimulation, a 
total of DM 9 billion for housing could be 
raised in less than four years. The bonds 
issued under this privilege had to carry 
the low interest rate of 5 percent—a rate 
far below the free market rate in Germany 
even today when liquidity is rising—at a 
time when no bond money could be 
raised anywhere and when long-term 
loans to industry were set at 8 percent 
and over. While tax-exempt bonds thus 
yielded only moderately to the lenders, 
the inducement to buy them was so great 
not only because the interest income 
from them became tax-exempt but also 
because they could be deducted, within 
certain limits, from taxable income. In 
spite of these tax benefits, purchases of 
these bonds by individuals amounted to 
not more than 7 percent of the total while 
the bulk was bought for investment by 
private credit institutions, business firms 
and social security agencies. 


A third major type of tax incentives 
attracted business profits into mortgages 
for new construction. This device was 
created to encourage an alternative to 
self-financing for entrepreneurial profits. 
While the lender had to give these loans 
free of interest for use in social housing 
he could deduct them from his taxable, 
income without limits.2° A total of 
DM 4.3 billion was made available that 
sufficed to finance one-eight of all hous- 
ing as long as this provision existed 
from 1950 through 1954. It is generally 
agreed that the strategic importance of 
these so-called section 7-c loans of the 
income tax law was very great as they 
filled the gap that could not be f.aanced 
by public funds or all other forms of in- 
centive financing. This provision was 


20 By giving such loans, the lender could avoid, sometimes 
for several consecutive years, the payment of any income tax 
at a time when confiscatory rates in medium- and higher- 
income brackets prevailed. Upon repayment, these loans 
again become taxable income. 
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frequently used in the financing of 
factory housing which became a symbol 
of a dynamic and social policy of in- 
dustry.?! 

Two additional measures for the stimu- 
lation of home ownership should be 
mentioned. From 1949 on, accelerated 
depreciation was approved for housing 
permitting to write-off 10 percent of the 
construction cost in the first year, and 
an additional 10 percent in the second 
year after completion. From then on, 3 
percent annually is to be written off for 
ten years with the remaining half of the 
original cost charged off subsequently by 
any regular method.”? 


The Home Building Premium Law of 
1952 finally introduced a direct subsidy 
for small income earners who plan to 
own a home. This federal subsidy, 
limited to a maximum of DM 400 annu- 
ally per family, can be advantageously 
used by taxpayers instead of the standard 
deduction if the latter provides tax 
savings below this amount. In 1955 all 
incentive measures for housing with the 
exception of the last two were abolished 
though deposit saving incentives were 
subsequently reactivated for 1957 and 
1958. 


Summation 


Germany was faced by a catastrophic 
housing shortage in 1945. Over 2 
million dwelling units destroyed by war 
had to be replaced and housing for 10 
million immigrants subsequently pro- 
vided. Workers without shelter could 
not be expected to expend the maximum 
physical effort needed for rapid recovery. 
In housing construction the financing 


21 While these loans became the heart of the entire incen- 
tive scheme for aid to housing, trequent abuse of the law by 
borrowing of funds instead of furnishing them from original 
profits discredited the system of incentive taxation in general 
leading to its termination in 1955. 

%2 With write-off limited to original cost, all savings are in 
the nature of temporary interest-free public loans. Never- 
theless, tax deferrals are substantial as long as the fast write- 
off rates prevail. 


problem became the most serious in view 
of the absence of individual savings and 
the non-availability of bank credit for 
this purpose. To the small extent that 
houses could be built without govern- 
ment aid, rentals greatly exceeded the 
paying-power of the average wage earner. 
Public assistance to housing made pos- 
sible the construction of over 4 million 
privately-owned dwelling units from 1949 
through 1957, adding to the hous- 
ing supply at an annual rate of 5 percent 
or five times the normal rate. The 
average unit contains 3 or 4 rooms and 
is part of a 3-family house. These units 
are rented at low cost and, in spite of a 
moderate advance in rents since 1949, 
require not more than 12 to 15 percent 
of the disposable income of those who 
rent.?* Low-cost rental housing became 
a major factor in keeping down the cost of 
living and consequently pressures for 
wage increases leading to the familiar 
wage-cost-price spirals. In spite of over- 
all planning and public assistance to 
housing, Germany has not been turned 
into a government-run ‘“‘welfare state.” 
Its housing is still built, owned and ad- 
ministered by private citizens although 
a total of DM 22 billion low-cost mort- 
gages, out of total housing expenditures 
of DM 65 billion from 1950 through 1957, 
came from public sources. The former 
amount, however, required not more 
than 7 percent of all public revenues dur- 
ing this period and made it not necessary 
to increase the tax burden on the 
wealthier segments of the population. 


Tax incentives, while they were in 
force, procured DM 18 billion private 
funds for housing by special deposit sav- 


23 Controlled rentals advanced by 20 percent or at the rate 
of over-all increases in the consumer price index from 1950 
through 1957. However, hourly earnings in industry in- 
creased by 55 percent during this period. Likewise, so- 
called mass income, consisting of all wages, salaries and public 
transfer payments gained rapidly, more than doubling from 
DM 45 billion to DM 95 billion during the same period. 
See Bank Deutscher Laender, Monthly Report, June 1957 p. 27. 
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ings, the issuance of tax-exempt mort- 
gage bonds and the channeling of busi- 
ness profits. Large income tax savings 
or deferrals induced these lenders to 
furnish capital at no interest cost or at 5 
percent at a time when funds for other 
uses could not be raised at 8 or 10 
percent. Private sources furnished freely 
provided the remaining DM 25 billion 
from 1950 to 1957 but they too benefited 
by faster amortization schedules for hous- 
ing and other tax advantages available 
to every builder. 

‘Public authorities succeeded in their 
fund-raising schemes without the pay- 
ment of direct subsidies but had to forego 
large potential tax revenues.** These 
losses, however, were minor relative to 
the benefits from new housing for the 
entire economy. The government could 
have proceeded differently either by 
furnishing more mortgage funds or by 
the payment of subsidies to builders or 
rental users. Without some form of as- 
sistance to reduce the costs of free market 
rents, not even a minor housing program 
could have been put into operation as 
high building costs would have restricted 
the market to a small number of well- 
to-do people. Larger government as- 
sistance, however, would have led to an 

2 Total public assistance to housing, directly or indirectly, 
was substantial for the years from 1948 through 1957. 
Direct mortgage lending amounted to DM 22.8 billion; the 
federal government and the Laender lost DM 1.5 billion 
potential tax revenues, chiefly from income taxes, by the 
introduction of saving incentives and tax-exempt bonds. 
Local authorities will not collect DM 3.7 billion as result of 
the temporary exemption from real estate taxes. In addition, 
tax deferrals by faster write-off and by the granting of loans 
from business according to section 7 c Income Tax Law, 
amount to DM 9 billion so far. Principal tax losses, there- 
fore, are in the nature of long-term, interest-free loans to 
housing. Other assistance to housing—consisting of direct 
subsidies for home building (DM 400 million spent so far), 
the sale of cheap public land, partial refund of the turnover 
tax, elimination of public fees and the use of some Marshall 


Aid funds through lending by the Reconstruction Loan Cor- 
poration—should be mentioned. 


increase in the tax burden or a reduction 
in other budgetary expenditures already 
tightly calculated. Public borrowing 
was unacceptable to government officials 
and the public because of its inflationary 
implications. ‘The payment of direct 
subsidies to any category of taxpayers by 
arousing competing demands of other 
groups would have immensely compli- 
cated the fiscal and political acceptance 
of such program. For these reasons the 
tying-in of lending of private funds for 
housing with tax savings for the lender 
during years of steeply graduated income 
taxation, became the most expedient and 
successful solution of the problem. 


At present, the social housing program 
for the construction of 300,000 units 
annually, aided with publicly-financed 
second mortgages at 0.5 percent is to 
continue until the end of 1962. These 
units will again represent from one-half 
to three-fifths of total housing construc- 
tion as has been the case since the intro- 
duction of the law in 1950. Individual 
home ownership was lagging at first, 
perhaps because most people prefer 
tenant contracts at controlled low rents 
as long as their income does not permit 
an easy financing of home building. 
Significant gains are being made now and 
the share of owned homes has increased 
from one-tenth of all units produced in 
the earlier years of reconstruction to 
three-tenths in 1957. Likewise, single or 
two-family dwelling units comprise one- 
half of all construction. In view of the 
continued housing shortage, the con- 
tinuation of public assistance and the 
availability of ample capital at lower in- 
terest rates, housing construction in 
Germany is bound to progress at a 
high rate. 














Reports and Comments 








Structural Changes in Agricultural Finance 


in Southeastern Florida 


"THE purpose of this article is to present 

the rather significant changes in agri- 
cultural credit arrangements which have 
taken place in southeastern Florida in the 
last two decades.! A brief summary of the 
major changes in agricultural organization 
and land use and quantitative data regard- 
ing the amount, source and terms of agri- 
cultural credit are presented. 


Agricultural Organization and Land Use 


There have been signficant changes in the 
organization of agriculture since 1940. Pro- 
duction has shifted from a high degree of con- 
centration on fresh vegetables to a more 
diversified pattern in which fresh vegetable 
products play a leading role but are relatively 
less important (Table I). Further, the farms 


TABLE I—Torat VAtue oF ALL AGRICULTURAL Propucts SOLD AND PERCENT OF TOTAL VALUE 
ComPRISED BY SPECIFIED AGRICULTURAL Propucts SOLD IN BROWARD, DADE AND PALM BEACH 
CountrEs, FLorma: 1940 and 1954 








Percent of Total Compromised by: 





Value of All 
Agricultural 


Horticul- 


Products 
Sold 


Vegetables 
Sold 


tural Spe- 
cialties Sold 


Fruits and 
Nuts Sold 


Cattle and 
Calves Sold 





% 
60.8 


% 


% 


% 


$16,197,260 
82,525,389 











46.6 


4.5 5.8 1.5 
8.9 6.6 7.5 

















Source: Computed from U. S. Census of Agriculture, Bureau of the Census, United States Department of Commerce, 


Vol. 1, Part 18, 1940 and 1954. 


have increased considerably in size and 
value (Table II). During this period, value 
of agricultural production sold increased 
five-fold, and the acreage devoted to agri- 
cultural production increased 238 percent. 
The increase in Jand in farms has occurred 
in the face of intense urban-rural land use 
competition as Miami, Fort Lauderdale and 
West Palm Beach (among others) encroached 
on agricultural areas. 

The capital requirements for agricultural 
production in this area have been and are 


* Assistant Professor of Economics, College of Business 
Administration, University of Florida. 

1 Broward, Dade and Palm Beach Counties comprise the 
area known as Southeastern Florida. 


quite high. This is particularly true in the 
production of fresh winter vegetables. For 
example, in the crop season 1956-57, the cash 
inputs for tomatoes, celery, green peppers and 
pole beans were in excess of $500 per acre.” 
In most instances the annual cash expenses 
are two or three times the long-term invest- 
ment in land and equipment. 


Agricultural Credit Prior to 1947 
Prior to 1947 severe external capital ration- 


?1D. L. Brooke, “Costs and Returns from Vegetable 
Crops in Florida, 1956-57 Season,” University of Florida 
Agricultural Experiment Stations, Agricultural Economics 
Mimeo Report 58-8, March 1958. 
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nae TABLE II—Speciriep Farm CHARACTERISTICS IN January 1, 1947, only $491,500 in long-term 
Rue, ~_— ne * Sn mortgages were recorded on sample tracts in 
ee ere Palm Beach County (Table III).§ Of 
this amount, private individuals were the 
- Average Value Chief source (78 percent) with commercial 
ane _ Land | Number |Average/ of Landand banks and Federal Land Banks supplying 
alll basdnincenel heahiheess = Pry approximately 8 percent each. No loans 
were noted by insurance companies. Nearly 
acres acres all loans called for repayment in a relatively 
i ee. Jiiihine short period of time and on the average were 
1954...... 773,943 | 2,809 | 275.5 321.12 quite small in amount (Table IV). 
Short- and Intermediate-term Credit. Total 
Source: Computed from U. S. Census of Agriculture, Bureau Mortgage loans of this type on the sample 
the of the Census, United States Department of Commerce, tracts amounted to slightly over $1,000,000 
Pro- Vol. 5, pent 2, 1969 cnet 1904, prior to 1947 (Table V). The chief sources of 
on- . ! : . this type of loan were the production credit 
ore ing existed in southeastern Florida.’ In associations and Farmers Home Administra- 
ble addition to this shortage, credit terms were tion, and the commercial banks. These loans 
, not tailored to suit the specialized needs of were relatively small. 
vely agriculture. 
rms Long-Term Credit. Of all the forms of loans, Of course, mortgage recordings do not re- 
_ long-term credit was the most difficult to  flect the total amount of shorter-term credit 
obtain and the most needed.‘ Prior to actually used since many loans under one 
TABLE III—Torat Vatue or Lonc-TERM MorTGAGEs RECORDED ON SAMPLE TRACTS AND PER- 
_ CENT OF TOTAL VALUE FURNISHED BY SPECIFIED SOURCE IN PALM BEACH County, FLorwa: 
1940-46 and 1947-55 
e Percent Furnished by Specified Source 
il Farmers 
Period Total Insurance | Commer- | Federal Home Private Other! 
Amount Com- | cial Banks| Land Admin- | Individ- 
Recorded panies Banks istration uals? 
% % % % % % 
— 1940-1946..... $ 491,502 0.00 8.12 8.87 0.00 78.15 4.06 
ree, 1947-1955..... 5,596,810 | 38.20 2.86 2.67 1.17 47.03 8.06 
the 1 Excluding a $7,500,000 loan by the Reconstruction Finance Corporation to the United States Sugar Corporation. 
‘or 2 Including purchase money mortgages. 
ash Source: Public Records of Palm Beach County, Florida. 
ind 
e. 3 The analysis is divided into two time periods; prior to year are not secured by real cotnte - Further, 
ses January 1, 1947, and after December 31, 1946. The fol. the vegetable farmers in particular were 
st- lowing time classifications are used to distinguish the type quite dependent on vegetable shippers and 
of rym short- 1h Sete nme under 3 bars broker and commission houses, as well as 
thet any time clasifeation of credit leads to 0 somewnat ‘ertiliner dealers, merchants and individuals 
unsatisfactory grouping. However, these particular cate- 
gories best suit the purposes of this study. observe agricultural credit since deeds and mortgages are 
yn- ‘Mortgage recording data were determined from the recorded chronologically. The records of Palm Beach County 
Public Records of Palm Beach County. All mortgage are so constructed that deeds and mortgages are recorded 
ible recordings on sample tracts in 16 townships of the county Chronologically in tract books. Agricultural credit experi- 
ida were noted for the period 1940-1955 as to amount, terms ¢nce, however, is quite similar in all three counties. 
nics and lendor. The Public Records of Dade and Broward 5 This excludes a $7,500,000 to the United States Sugar 


Counties are not set up in such fashion as to efficiently | Corporation by the Reconstruction Finance Corporation, 
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TABLE IV—Spreciriep CHARACTERISTICS OF AGRICULTURAL LOANS ON SAMPLE TRACTS IN 
Pam Beacu County, Fitorma: 1940-46 and 1947-1955 








Median | Range of | Median | Median 
Type of Loan Interest | Interest | Length | Size of Range of 
and Period Rate Rates | of Loan Loan Loan Size 
% % years 
Long-Term Loans 
US LO | 5 4-10 3 $ 7,500 $ 780-130,000 
ES | 5 ee a eee 5 3-10 7 33,000 1, 500-316, 000 
Short-and-Intermediate Term Loans 
| Oe Heme erm 6 0-10 ete $ 5,000 | $1,000—100,000 
MOAT ADDS. Cohcaisedscietccknon 6 3-10 rs 33,500 600-1, 000,000 




















Source: Public Records of Palm Beach County, Florida. 


for credit.6 The cost of credit from these 
sources was usually quite high. 


Agricultural Credit After 1946 


The period after 1946 is characterized by a 
substantial easing of credit conditions in 
southeastern Florida. The chief alterations 
to the credit structure were the extensive 
entry into the credit market by insurance 
companies and the development of credit 
terms that more adequately met the special 
needs of agriculture in this area. 


Long-term Credit. The chief sources of this 
type of credit are now insurance companies 
and private individuals (chiefly purchase 
money mortgages). From January 1, 1947 
through 1955, insurance companies loaned 
$2,138,000 on the sample tracts and during 
the same period loans extended by private 
individuals amounted to $2,632,000.’ The 
median length of long-term loans has in- 
creased while interest charges have remained 
largely unchanged. Insurance company 


¢J. Wayne Reitz, Production Credit in Florida Citrus and 
Vegetable Areas, University of Florida Agricultural Experi- 
ment Station Bulletin 367, January, 1942, p. 98. 

7In 1955, the representative of one insurance company 
stated that at that time the company had loans amounting 
to $15,000,000 in Palm Beach County alone. There is no 
single factor which fully explains the entry of the insurance 
companies into the agricultural credit market in this area. 
Certainly, the increases in funds available to the insurance 
companies, the development of larger scale and more 
diversified farms, the promise of more adequate water 
control through the Central and Southern Florida Flood 
Control Project and the rapid urban growth are all con- 
tributing factors. 


loans were larger than other types and the re- 
payment schedule was substantially longer. 
One significant difference in the pattern of 
agricultural loans in this area, when com- 
pared to other sections of the country, is the 
rather insignificant participation by the 
Federal Land Bank in long-term lending. 


Short- and Intermediate-term Credit. There 
has been a considerable expansion in this type 
of credit since World War II. The principal 
source (on the basis of mortgage recordings) 
remains the production credit associations, 
while commercial banks and private indi- 
viduals have become relatively less important 
providers of this form of credit. Further, 
there has been a reduction in the dependence 
on merchants, independent. shippers and 
broker and commission houses, fertilizer com- 
panies, etc.*. In addition, repayment sched- 
ules have been altered to more adequately 
meet the highly seasonal pattern of agri- 
cultural activity. 


The Impact of Changes in Agricultural Finance 


The changes in the structure of agricultural 
credit in southeastern Florida have con- 
tributed appreciably to the growth of its agri- 
cultural enterprises and industries. Prior to 


* A significant amount of this type of credit is still used, 
however. Clark estimates that 50 percent of the shorter- 
term credit needs of vegetable farmers is still furnished by 
these sources (see C. E. Clark, ‘‘Florida’s Truck Crop 
Production,” Monthly Review of the Federal Reserve Bank 
of Atlanta, November, 1953.) Actually, many of these 
sources were unwillingly in the credit business and were 
quite happy to shift this function to others. 
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TABLE V—Torat VALUE oF SHORT- AND INTERMEDIATE-TERM MorTGAGES RECORDED ON SAMPLE 
TRACTS AND PERCENT OF TOTAL VALUE FURNISHED BY SPECIFIED SOURCE IN PALM BEACH 
County, FLorma: 1940-1946 and 1947-1955 











Percent Furnished by Specified Source 
Total Production Credit 
Period Amount Commercial Associations and Private Other 
Recorded! Banks Farmers Home Individuals 
Administration 
% % % % 
1940-46.......... $1,155,134 29.14 59.88 7.91 3.07 
pi 5,211,520 8.33 83.98 3.85 3.84 




















1The total for 1947-55 understates the actual amount of credit since production association mortgages provide for 
drawing up to the face amount at any time during a six-year period. These mortgages were counted only for the year in 


which they were recorded. 
Source: Public Records of Palm Beach County, Florida. 


the end of World War II the supply of credit 
was inadequate to foster a sound orderly de- 
velopment. However, the flexibility of lend- 
ing institutions coupled with the growth in 
available funds locally and nationally has 
provided the means enabling a rather re- 
markable expansion in agricultural output. 

The increased availability of long-term 
agricultural credit has provided greater sta- 
bility to agricultural operations. Due to the 
non-availability of this type of credit, vege- 
table enterprises in particular were extremely 
risky endeavors. In addition to weather and 
price vagaries, the nearly 100 percent short- 
term-financed vegetable farmers were faced 
with the additional hazard of meeting large 
short-term obligations. More adequate long- 
term financing has definitely contributed to 
stability in vegetable production. 

The flexibility of vegetable producers in 
management decisions has been enhanced by 
the decline in dependence on independent 
vegetable shippers and broker and commis- 
sion houses for credit. In most cases loans 
from these sources were granted specifying 


the crop to be produced and requiring that 
the produce be handled through the grantor 
of the loan. 


The failure of commercial banks to par- 
ticipate fully in the expansion of agricultural 
credit has been due both to the traditional 
lack of understanding of agricultural prob- 
lems and opportunities on the part of com- 
mercial bankers and the tremendous financ- 
ing requirements of the rapidly expanding 
urban sector of the area. 

The degree of flexibility of lending institu- 
tions can either contribute to or retard the 
rate of economic development. Thus, an- 
alysis of changes in the credit structure of 
particular areas may provide both a more 
adequate understanding of economic growth 
and a sounder basis for decision-making by 
lending institutions. 


Roy L. Lassrrer, Jr. 


Assistant Professor of Economics, 
College of Business Administration, 
University of Florida. 





Commentary on “Economic Backwardness 
and Economic Growth” 


(Editor’s Note. Some months ago Dr. Motheral was 
invited to review Economic Backwardness and Economic Growth, 
which is the title of a book by Harvey Leibenstein, published 
in New York by John Wiley & Sons in 1957. As it soon 
becomes apparent to the reader, this is more than a review of 
a book. In fact, the reviewer takes us into some of his own 
theory on economic backwardness and economic growth.) 


¢¢\]7OTHING in this book should be 
taken to be in support of any measure 
. . to achieve development.” Further- 
more, “‘ ‘correct’ social goals, ethical norms, 
moral restraints, and political values... . 
are not considered in this volume.” There, 
in one of the latest of the mountain a building 
of volumes dealing with development eco- 
nomics, you have it. An intellectual exercise 
in a vacuum of human values—nothing more. 
Unlike most of his contemporaries, this 
author stresses almost painfully the utter 
lack of utility in his ‘abstract, non-empirical, 
and non-historical approach.” Such candor 
is admirable even though the objective is un- 
attainable, and even though the method leads 
inescapably to certain dubious conclusions 
that compromise neither applicable data nor 
good theory. 


The first seven chapters of this book under- 
take to describe the familiar characteristics of 
backward economies and to set the stage for 
the “critical minimum effort thesis” which 
carries the burden of analysis through the 
fifteenth and last chapter. On pages 40 and 
41 the characteristics of underdeveloped 
areas are summed up in a long list of eco- 
nomic, demographic, cultural, political, and 
technological problems. The list is not only 
adequate but calculated to induce des- 
pondency among those of us who are not 
content to rule solutions out of bounds. 
Gloom is promoted at this stage for a purpose: 
The purpose of arguing for big economic 
stimuli as opposed to small, timid stimuli. 


Underdeveloped economies, Leibenstein 
reasons, are encircled by vicious circles. The 
implication is that “the determinants of 
economic backwardness are mutually con- 
sistent.” Small production gains are quickly 
absorbed by the growing population and by 
increased per capita consumption. More ad- 
vanced countries have benefited at some point 
from massive stimulation that broke through 
the production-p o pul ation-consumption- 
capital, accumulation circle; under-developed 


countries have not. It remains only to de- 
termine the “critical minimum effort’’ re- 
quired to produce an appropriate shock effect 
on per capita incomes. 


The rest of the book struggles with how to 
do it and counsels boldness. Leibenstein 
stumbles into a few pitfalls in the process 
which seem to be associated with the subtle- 
ties of a classical influence and the practicali- 
ties of respectable scholarship. He cannot 
avoid flirting with “non-economic factors” 
and “‘institutional rigidities” but never quite 
dares to embrace them. His tussle with the 
priorities to be assigned to agriculture is 
especially awkward. After noting that agri- 
cultural life and production are paramount 
in all underdeveloped countries, he then re- 
treats into the safety of a conclusion that “‘is 
not especially strong,” to wit, that develop- 
ment efforts should be concentrated on the 
industrial sector. 


It is here that the weakness of a highly 
generalized analysis lacking value content 
is revealed most glaringly. No decision in 
economic planning is quite so crucial as that 
which determines resource allocations among 
the various sectors of the economy. And so 
great are the variations in the bases for de- 
cision from one country to another that 
generalization is virtually dangerous. No 
matter how logical the technical reasoning, it 
is reckless to associate the agents of growth 
with industry at the expense of agricultural 
development. For reasons far more urgent 
than those advanced by Leibenstein, many 
underdeveloped countries must direct their 
energies to agriculture first before diverting a 
high percentage of resources to industry. 


This issue is worth examining in more 
detail. The arguments advanced for giving 
high priority to industry include a belief 
that an urban atmosphere is more conducive 
than agriculture to creating or expanding an 
entrepreneurial class and for promoting the 
spread of new skills and innovations. The 
marginal propensity of small landholders and 
tenants to consume is adjudged to be close to 
unity. _Doubt is expressed as to whether 
landlords as a class can be counted on to save 
and invest productively. Finally, traditional- 
ism among farm people militates against 
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rapid population adjustments to available 
resources. 


That there is an element of truth in each of 
these propositions is not to be disputed. The 
missing elements, though, are precisely 
those that were excluded by the author in his 
opening gambit—no social goals, ethical 
norms, moral restraints, or political values. 


Without social goals, economic methodol- 
ogy dissipates into academic nonsense. 
Ethics are omnipresent, even in the breech, 
and he who denies them is baying at the 
moon. Moral restraints hold an indivisible 
partnership in anybody’s economy, if there 
happens to be an identifiable economy. Fine 
distinctions between political values and 
economic realities are as antedated as stone 
in the Bronze Age. 


The same urban atmosphere that is pre- 
sumed to encourage the rise of entrepreneur- 
ship also squanders development funds on 
atrocious types of conspicuous consumption. 
Peasants do consume what they require and 
can obtain for filling empty bellies, but their 
horizons have been known to rise swiftly 
under strong impulse. Landlords are not 
renowned for venturing their capital outside 
of agriculture, but millions of them diversify 
their investments for hedging purposes. 
Farm people the world over practice stand- 
patism out of the lessons of survival, but it is 
they who are among the first to make the 
move toward opportunity wherever it appears 
and, after convincing demonstration, who 
change their ways of farming and living for 
something better. The whims of nature are 
scarcely more domineering than the tides of 
commercial-political power. 


A middle class can be created at least as 
easily in the country as in the city where im- 
personal relations act especially harshly as a 
suppressant to human dignity and ambition. 
Viewed independently of nonagricultural 
employment outlets, there are two_ basic 
requirements for the economic metamor- 
phosis of the farm population. First, the 
man-land ratio must be reasonably low and, 
second, anachronistic institutional forms 
must be recast. Development at an effective 
rate obviously cannot be accomplished with- 
out the former and economic incentives can- 
not be provided without the latter. The 
institutions that must be altered center about 
land reform and include adequate credit and 
marketing facilities above all else. Eco- 
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nomic progress and feudalism are totally in- 
compatible. 


‘Thus many factors conventionally labeled 
“non-economic” are in fact decidedly eco- 
nomic both in their causes and their conse- 
quences. If we are to abstract from eco- 
nomics at all, it might be in terms of such 
socio-political matters as nationalism and the 
drive for national security. In Pakistan, 
these considerations figure prominently in a 
policy aimed at self-sufficiency in the produc- 
tion of foodgrains. But these are real and 
vital forces, and for an economist to ignore 
them is to confuse scientific objectivity with 
intellectual sterility. 


It is to Leibenstein’s credit that, notwith- 
standing the disclaimer, he repeatedly takes 
account of what he has chosen to define as 
non-economic factors. In the midst of dis- 
owning welfare economics, he accepts per 
capita income as his index of development 
and its maximization as the central objective 
of economic activity. Do not such measures 
have a clear welfare connotation? 


Like all economists who prattle about their 
immunity to subjective values, Leibenstein 
possesses a generous stock of personal con- 
victions. The significant one is his faith in 
large-growth stimulants as opposed to small- 
growth stimulants. This sensible bias is pro- 
pounded systematically and with determina- 
tion. The documentation which accom- 
panies it is exceptionally valuable to the 
realistic economic planner (who is promised 
nothing at the very outset). 


For American policy makers who deter- 
mine the magnitudes of programs of eco- 
nomic aid the moral is plain. What was 
sufficient for the advanced countries of 
Western Europe under the Marshall Plan 
might be a mere sop to the underdeveloped 
countries of Asia and Africa. Leibenstein 
furnishes one technique for assessing the costs 
of a “critical minimum effort,” a task which 
this writer has not tried to perform. It is 
apparent, however, that aggregate costs will 
be high and perhaps astronomical. If they 
should exceed the limitations imposed by 
domestic politics in the United States, it 
would be timely to consider (a) ruthless 
selection of countries which can utilize aid at 
a level well above the critical minimum and 
(b) fewer projects of much greater scope and 
a higher yield potential. 
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For students of development problems this 
book has the merit of being well written. 
Whenever the author resorts to the growing 
body of jargon in this field, he is decent 
enough to define his terminology instead of 
trying to flatten the reader with it. 


Joe R. MorHERAL 


Agricultural Economics Advisor 
National Planning Board 

Karachi, Pakistan 
(Harvard Pakistan Advisory Group) 


Flood Insurance: Can A Feasible Program Be Created? 


"THE federal Flood Insurance Act of 1956 
was the first attempt in the United States 
to utilize insurance techniques to alleviate 
the hardships created by flood damage to 
real estate.1 This article attempts to analyze 
the problems which arose during the brief 
life of the Act and to indicate which of these 
problems were due to the composition of the 
federal legislation and which were due to the 
decisions made by the agency responsible for 
its administration. Also, there is proposed a 
set of principles which appear vitally neces- 
sary to any future workable program of 
flood insurance. 

Developed in the face of opposition by most 
of the private insurance industry, the federal 
flood insurance legislation had unimpressive 
results: after a period of one year, the 
Federal Flood Indemnity Administration 
created in the Act ceased operations when 
Congress not only failed to appropriate neces- 
sary subsidy funds to finance the insurance 
program but declined to appropriate operat- 
ing funds for the agency. The effective 
termination of the Federal flood insurance 
program by financial starvation left unre- 
solved mest of the problems inherent in the 
concept of flood insurance. Although the 
Flood Insurance Act is still on the books as 
Public Law 1016 it appears unlikely that if 
and when an attempt is made to enact an- 
other flocd insurance law it will follow the 
precise lines of the 1956 legislation. 

During its brief life the Federal Flood 
Indemnity Administration (hereafter abbre- 
viated as FFIA) did not succeed in selling a 
single insurance policy nor did it resolve the 
very complex issues raised by flocd insurance 
in general or the Flood Insurance Act of 1956 
in particular. It did, however, develop -a 
body of experience that must be taken into 
account in any future attempt to work out a 
successful program of flood insurance. Much 
of this experience was related directly to. the 

1The Federal Crop Insurance program, in operation 


since 1938, insures crops in certain areas from all unavoid- 
able damage including floods. 


particular provisions of the 1956 Act; other 
aspects, however, are integral to any program 
of flood insurance and pose questions that will 
have to be answered before a feasible flood 
insurance program can be developed. 


Need for Flood Insurance 


The demand for federal participation in a 
program of flood insurance that led to ex- 
tensive Congressional hearings and subse- 
quently to the adoption of the Flood Insur- 
ance Act of 1956 can be traced to a series 0 
disasters that struck the United States in 
1954 and 1955. Hurricane Carol struck 
southeastern New England in August 1954 
and did tremendous damage, particularly to 
the Narragansett Bay and Cape Cod areas. 
The following year, Hurricane Hazel swept 
the seacoast of North Carolina, leaving over 
125 million dollars worth of damage in its 
wake. This same hurricane unleashed down- 
pours of rain on Connecticut and other 
Northeastern States which caused catas- 
trophic river floods. During the same period 
many other water-related disasters occurred 
ranging from mud-slides in California to 
river flooding in over a dozen states. 


These flood disasters were not unprece- 
dented: during the thirty years from 1925 to 
1955 an estimated annual average of 350 
million dollars worth of damage. has been 
attributed to floods in the United States. 
Annual flood damage has ranged from the 
low year of 1931 when only 6.4 million dollars 
in damage was recorded, to 1955 when. the 
damage figure exceeded one billion dol- 
lars.2, Only a minute portion of this damage 
was even potentially insurable. Testimony 
befcre the Senate Banking and Currency 
Committee brought out the fact that, al- 


? Figures cited are in constant dollars with 1950-51 as a 
base period. It has been estimated that annual damage to 
fixed property, exclusive of agricultural or indirect losses, 
averaged 165 million dollars. United States Weather Bureau 
estimates cited in Federal Disaster Insurance Hearings, United 
States Senate, Government Printing Office, Washington, 
1956. p. 974. 





thou 


able 
suck 


One 
that 
sura 
of v 
fact 
not 
rate 


post 
con 
665 
suci 
forc 
age 
Ass 
suri 


feas 
tai1 
reli 
the 
inst 
atic 
sub 
fou 
sus 
suk 


vat 


eno 


d? 


ther 
ram 
will 
ood 


na 


ISC- 
ur= 
sO 


ce- 
to 
50 
en 
es. 
he 
Ars 
he 
o- 
ge 
ny 

cy 

]- 


sa 


es, 
au 


n, 





REPORTS AND COMMENTS 353 


though insurance from earthquake, tornado, 
and wind damage was commercially avail- 
able, no insurance for direct flood damage 
such as that caused by river waters or hurri- 
cane-driven ocean tides could be purchased. 
One exception to this finding wasa statement 
that Lloyd’s of London would sell flood in- 
surance at rates ranging up to $250 per $1000 
of valuation. This served to underline the 
fact that the private insurance industry did 
not sell flood insurance except at prohibitive 
rates.® 


The American Insurance Association, com- 
posed of most of the capital stock insurance 
companies in the nation, stated in 1956 that 
“insurance against the peril of flood cannot 
successfully be written.” This opinion, rein- 
forced by engineering studies of flood dam- 
age, resulted in a policy statement by the 
Association that “. . . . specific flood in- 
surance covering fixed location property in 
areas subject to recurrent floods cannot 
feasibly be written because of the virtual cer- 
tainty of loss, its catastrophic nature and the 
reluctance or inability of the public to pay 
the premium charge required to make the 
insurance self-sustaining.”” While the Associ- 
ation refrained from claiming that a federally 
subsidized program of insurance would 
founder on the same obstacles faced by a self- 
sustaining program, they did maintain that a 
subsidized flood insurance program would 
be “‘... . ‘relief? in the guise of insurance. . .””4 


Despite the general opposition of the pri- 
vate insurance companies, widespread de- 
mand for some form of flood insurance arose 
in many areas of the nation.’ This demand 
was expressed with particular vigor in Con- 
necticut, Rhode Island, and North Carolina, 
all of whose economies were seriously affected 
by the hurricanes of 1954 and 1955. Private 
citizens, industrialists, merchants, labor 
groups, and local governments joined in the 
request. Asa result, a Sub-Committee of the 
Senate Banking and Currency Committee 
conducted hearings to determine if flood in- 


3 Senate Hearings, pp. 640-641. 

‘All quotations in this paragraph are from American 
Insurance Association, Studies of Floods and Flood Damage, 
1952-1955. New York, 1956. pp. 3, 6. The Association, 
despite its opposition, did offer to make its facilities available 
if a governmental program was established. 

’One exception was Hovey T. Freeman, President of 
Manufacturers Mutual Fire Insurance Company of Provi- 
dence, Rhode Island. He told a Senate Sub-Committee, 
“I think anything is insurable if we can get money 
enough and spread the risks.” Senate Hearings, p. 632.. 


surance was a proper subject for federal 
legislation. 

Widespread agreement was expressed that 
only the federal government had the broad 
jurisdiction and financial strength needed to 
establish a flood insurance program with a 
significant chance of success. This was gen- 
erally held to be due to the fact that, since 
flood disasters are often localized and un- 
predictable in frequency, floods might occur 
in a single state or region several times in a 
short period and thus prevent the wide pool- 
ing of risks necessary to a successful insurance 
program. Other agreements were: (1) A 
large source of funds is necessary to establish 
and operate a flood insurance program, 
especially in its initial stages when reserve 
funds tend to be low. (2) Subsidies in 
undetermined quantities are needed to re- 
duce rates to the level at which flood in- 
surance can be sold in quantity, at least 
during the early stages before really broad 
coverage can be achieved. (3) A success- 
ful flood insurance program should be 
so designed as to prevent the principle of 
‘adverse selection” from operating; i.e., rates 
must be such that “good risks” not subject to 
frequent flooding find it desirable and feasible 
to participate. (4) Such a program should 
be related to principles of sound land use and 
operate so as to tend to decrease the amount 
of future construction in flood-prone areas. 


Several areas of disagreement developed 
during the hearings. These ranged from 
outright and complete opposition to the en- 
tire program on the part of many experienced 
insurance executives to a proposal that flood 
insurance be made compulsory for all real 
property in flood plains, by which method 
rates could be reduced to negligible propor- 
tions. Between these extremes two moderate 
positions developed, each of them repre- 
sented by a senior member of the Senate 
Sub-Committee. Senator Herbert Lehman 
of New York (in company with several other 
senators) proposed a flood insurance program 
which was to include a federal subsidy suffi- 
cient so that rates could be at levels low 
enough to ensure widespread participation. 
Determination of the rates in the Lehman 
concept was to be made by a federal ad- 
ministrator and the federal government was 
to subsidize the difference between the in- 


* Seymour Harris of Harvard University stated that a rate 
as low. as 37 cents per $100 of coverage might be achieved 
with such a system. Senate Hearings, pp. 364-5. 
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come from premiums and the total cost of 
the program.’ Senator Prescott Bush of 
Connecticut, with Administration backing, 
proposed a program whereby rates were to be 
set by a federal administrator within the 
limits of a subsidy restricted to (1) the over- 
head cost of selling insurance and administer- 
ing the program and (2) forty percent of 
the remaining cost of the insurance. This 
second subsidy was to be paid in equal 
amounts. by the federal government and any 
state in which flood insurance was sold, the 
state paying in proportion to the amount of 
insurance sold within its borders. Only in 
states which agreed to provide this subsidy 
would insurance be sold.*® 


The Flood Insurance Act of 1956 

Congress adopted Senator Bush’s legislation 
with only minor technical admendments. In 
addition to the items already mentioned 
above, the Act provided for (1) a new 
agency within the Housing and Home 
Finance Agency (FFIA) to administer the 
program, (2) several types of assistance in 
in addition to direct flood insurance (re- 
insurance and guaranteed loans, considera- 
tion of which was postponed pending ex- 
perience in the direct insurance program), 
(3) restriction of the program, after an initial 
period of operation, to localities which 
adopted flood-plain zoning and related regu- 
lations of land use and to properties which 
were not in violation of local land use con- 
trols, and (4) provision for the program to 
operate experimentally for five years during 
which time a prime objective would be to de- 
velop techniques suitable for private, un- 
subsidized operation. Funds were provided 
for FFIA to begin the essential studies pre- 
requisite to setting rates and developing a 
system for widespread sale of insurance 
policies and provision was made for the 
agency to borrow subsidy funds from the 
Treasury. 


Administrative Experience of FFIA 
In June 1957, just prior to its demise, 
FFIA issued press releases explaining that it 
was ready to sell insurance policies through- 
out the nation if Congress would provide sub- 
sidies for the administrative cost of the first 
year’s operation. Although funds for the non- 


1 Ibid., p. 3. 

* Ibid., p. 25. This concept was accepted by Congress in 
the Flood Insurance Act of 1956; however, the law provided 
that in the first year of the program, all subsidy cost would be 
borne by the federal government. 
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administrative portion of the subsidy were 
already available (because the original Act 
had provided that the Administration could 
borrow from the Treasury for this purpose), 
FFIA requested Congress to reappropriate 
them as a sign of faith in the program.® 

Congress declined to vote any funds for 
FFIA. This action was followed by a state- 
ment by the Housing and Home Finance 
Agency Administrator that his agency would 
propose to a future session of Congress a 
completely revised program of flood insur- 
ance because it felt that FFIA had completely 
worked out the problems in the 1956 Act and 
that further study along these lines in the face 
of Congressional refusal to provide funds 
wculd be redundant.!® However, he _ has. 
subsequently stated that he has no current 
plans for revival of a flood insurance pro- 
gram. In addition, the final report of FFIA, 
summarizing agency experience and deci- 
sions, makes no mention of any attempt to 
re-establish the program." 

Perhaps the best available guide to the 
feasibility of the 1956 Act as it would have 
operated is to be found in two major ad- 
ministrative decisions made by FFIA during 
its brief life. These were: (1) Insurance rates 
were to be determined for major river 
valleys or coastal areas with additions to a 
basic rate for type of construction; the only 
location factor affecting rates was to be 
whether a building was sited over a stream or 
bay. Co-insurance requirements were to be 
utilized to make certain that a substantial 
part of the allowable maximum of $10,000 
coverage per dwelling unit was purchased.!? 
(2) The entire program was to be operated 
on a national scale from the start; no pilot 
areas were chosen for tests of the feasibility of 
various alternative techniques or for trial 
operation of the program." 

Apparently the first decision was the result 
of a choice between two very different con- 
cepts of rate determination. A study group 
that included representatives of the United 
States Geological Survey, the Corps of 


*Committee on Appropriations, Hearings on the Third 
Supplemental Appropriation Bill, 1957, United States House of 
Representatives, Government Printing Office, Washington, 
1957. p. 177. 

1¢ Housing and Home Finance Agency Press Release. 
OA-1349, June, 1957. 

11 Letter to the author November 26 1957. See also, 
Report on the Federal Flood Indemnity Administration, Housing 
and Home Finance Agency, May 1958. 

12 House Appropriation Hearings, p. 180. 

13 Ibid., pp. 176-180. 
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Engineers, and the Weather Bureau recom- 
mended a “variable” rate under which 
premiums would reflect the degree of ex- 
posure of a particular property to flood risk. 
A second study group, composed of private 
insurance company representatives, recom- 
mended a “flat” rate which would be uniform 
over large areas with variations for type of 
construction.'4 FFIA evidently chose a 
“flat” rate because of its apparent ease of 
administration. ‘Flat’? rates, once deter- 
mined, can be applied to a particular 
property by a layman with a limited amount 
of experience in structural examination; the 
“variable” rate would require detailed tech- 
nical study of every area in which a rate was 
to be set and would require careful judgment 
(which might involve quite complex re- 
search) to determine a rate schedule. Al- 
though more difficult to administer, the 
“variable” rate appears to have significant 
advantages over the “flat” rate in avoiding 
the harmful effects of “adverse selection” 
whereby owners of buildings subject to 
great risk of flood damage would partici- 
pate in the program while owners of buildings 
subject only to slight risk would decline to 
purchase insurance at the same rate.” In a 
“variable” rate system each structure or class 
of structure pays a rate in direct proportion to 
the probability of flood damage. It should 
be to the advantage of both slight and great 
risks to participate in such a program. In the 
case of the “flat” rate the tendency must al- 
ways be for owners of structures with less 
probability of damage than is implied by the 
area rate not to purchase insurance, leaving 
only owners of structures for whom the rate 
is fair or advantageous as participants. This 
tendency inevitably must cause the “‘flat” 
rate to fail to meet expected costs for, no 
matter how high the rate is raised, the same 
effect occurs and total losses tend to exceed 
premiums (with or without subsidies). 


The second important decision made by 
FFIA, that the program was to be nation- 
wide in scope from its inception, meant that 
no pilot areas were selected so that alternative 
techniques of rate setting or administration 
could be tried out. Since there is great 
variability throughout the nation in types of 
flood and in the quality of available historic 
data on flood frequency, intensity, and other 
characteristics, this decision meant that the 
program would be bound to encounter un- 


14 Report on FFIA, pp. 4-5. 


predictable situations in many localities. An 
instance of the value of pilot area operation 
has been provided by the federal crop in- 
surance program which was reorganized on 
an experimental basis after six years of un- 
successful operation on a national scale from 
1938 to 1944. The program subsequently 
had a history of successful experience, operat- 
ing in carefully selected areas and insuring 
only selected crops from 1949 to the present. 
After each year’s experience is analyzed 
the agency in charge of the crop insurance 
program expands its operations or changes 
its rates in light of new knowledge.'® This 
experience appears to offer a more sound 
precedent for operation of a flood insurance 
program for fixed real property than does the 
decision to operate on a non-selective, na- 
tional basis. 

There were undoubtedly pressing reasons 
for the two administrative decisions de- 
scribed above. Nevertheless, in each case 
there appears to be even more impelling 
reasons in favor of those choices which were 
rejected. In any future program of flood in- 
surance, these decisions should be recon- 
sidered to determine if the technically more 
valid alternatives are not preferable. 


Toward a New Program of Flood Insurance 


The unfortunate outcome of the Flood In- 
surance Act of 1956 represents a considerable 
setback to the advocates of flood insurance. 
The need for such a program, however, re- 
mains quite as strong today as it was in 1956, 
attested to by a continuing series of flood 
disasters that have struck the United States. 
The author’s experience as Director of the 
Eastern Kentucky Flood Rehabilitation 
Study, an emergency project concerned with 
developing a comprehensive flood damage 
prevention and economic rehabilitation pro- 
gram in a 32-county area of hilly Eastern 
Kentucky where three river valleys were 
ravaged by record-breaking flash floods in 
January 1957, revealed an urgent need for 
flood insurance in this area.'® Evidence of a 
continuing need is also available from recent 
flood experience in Louisiana, Texas, Okla- 
homa and Kansas to name only a few flood- 
prone states. 


18 Disaster Insurance Hearings, United States House of Repre- 
sentatives, Government Printing Office, Washington, 1956, 
p. 92. 

16David A. Grossman, Flood Insurance and Flood-Plain 
Zoning, Kentucky Legislative Research Commission, 
Frankfort, 1957. 
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Before this demand can be satisfied, it will 
be necessary to develop a program of flood in- 
surance more workable than that established 
in the 1956 federal legislation. On the basis 
of available experience a workable flood in- 
surance program designed to eliminate the 
undesirable characteristics of the 1956 Act 
should include the following factors: (1) The 
program must be subsidized at its inception 
and should remain so until commercially 
feasible operation is possible. If at all 
feasible, the subsidy should be wholly 
federal. (2) Rates should vary in propor- 
tion to the degree of risk as closely as tech- 
nically and administratively feasible. (3) 
Pilot area operation to test alternative 
techniques is highly desirable. (4) Flood in- 
surance should be developed as an integral 
part of a comprehensive national flood dam- 
age prevention program. Each of these 
items is examined to indicate the ways in 
which they would improve the concept of 
flood insurance in the 1956 Act. 

1. Federal Subsidy. The most controversial 
political element in the 1956 Act appears to 
have. been the provision which required 
(after the first trial year of operation) that no 
flood insurance could be sold in any state un- 
less that state agreed to share in paying sub- 
sidy costs. The argument most often used to 
justify this provision was that, since all states 
are not subject to severe flood damage, 
a requirement of state participation would 
reduce the financial burden on states which 
were not seriously affected by floods. In 
opposition to state participation in subsidy 
payments there are the following arguments. 
(A) The requirement of state participation 
tends to increase the financial burden on 
areas already subject to hardship rather than 
spreading it over the widest possible base. 
Since the objective of flood insurance is to 
spread the social costs of flood damage to 
reduce its impact on a single individual or 
locality the federal government appears to be 
the most logical source of subsidy funds. 
(B) It seems to be impossible for many states 
to participate in this type of subsidy without 
constitutional amendments since they are 
restricted by constitutional prohibitions on 
the use of public funds for a private purpose. 
Since state subsidy payments as provided for 
in the 1956 Act would be paid to individuals 
whose properties were injured, this type of 
payment is believed to be unlawful in many 
states. Some form of subsidy appears essen- 
tial in flood insurance; the most logical source 


of this subsidy appears to be the federal 
government. 

2. Variable Rates. In the earlier discussion 
of the significant differences between “‘flat”’ 
and “‘variable”’ rates it was indicated that the 
“flat” rate is inherently undesirable because 
of the self-defeating effects of adverse selec- 
tion that it would induce. Thus, it seems 
vitally necessary that any new program 
should be based on a rate that varies in a 
direct relation to the degree of exposure to 
flood damage. 


3. Pilot Area Operation. The chief problem 
involved in the utilization of a variable rate 
is the difficulty of developing simplified, 
accurate techniques of rate determination 
and administration. The best approach to 
the solution of this problem appears to 
be the creation of one or more pilot programs 
of flood insurance in different parts of the 
nation. In this way valuable experience 
could be gained at relatively little overall cost 
and variations in methods of rate determina- 
tion and administration could be tested. The 
Tennessee Valley region might be selected as 
one of these pilot areas because of the great 
amount of valuable data and experience that 
Tennessee Valley Authority engineers and 
planners already have in the field of flood 
damage prevention. At least one other 
experimental study might be desirable on the 
Atlantic Coast in an area subject to hurricane 
tidal wave damage. These two pilot areas 
could form a nucleus around which a nation- 
wide flood insurance program could be 
developed. 


4. Relationship to Other Programs. Flocd in- 
surance is only the newest of a series of inter- 
related techniques that have been developed 
to deal with the catastrophic damage done by 
river and hurricane floods. Neither flood in- 
surance nor any other single technique alone 
appears to be adequate to eliminate the im- 
pact of flocd damage, much less achieve the 
impossible goal of “flood control.” However, 
all of the available techniques—used in unison 
so that they strengthen ore another—can 
create an effective system to minimize flood 
damage. A comprehensive flood damage 
prevention pregram should include protective 
structures where feasible, regulation of land 
and water use, the relocation of flocd-prone 
development, improved weather prediction 
and flood warning techniques, and programs 
of post-disaster relief and long-range rehabili- 
tation of which flood insurance is only one 
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element. Some parts of this comprehensive 
system are already in operation in many 
flood-prone areas. In very few, however, is 
there more than the beginning of an approach 
to a comprehensive, integrated system. 

The category of regulatory controls and 
guides to the use of land and water areas has 
been relatively little used to date as a means 
of flood damage prevention. This category 
includes flood-plain zoning and such related 
features as building codes and subdivision 
control regulations. Flood-plain zoning re- 
sembles the more customary forms of zoning 
which enable a community to regulate the 
type, intensity and nature of use of urban or 
rural land by dividing it into districts or 
“zones” within which only those uses or 
structures may be located or constructed 
which meet specified standards. In flood- 
plain zoning, lines are established within 
which no land may be used or structures 
erected which would be damaged by flood or 
would increase damage elsewhere by becom- 
ing floating debris. The precise determina- 
tion of the location of the flood-zone in 
any community can be made only by plan- 
ning and engineering technicians after study 
of the area concerned and its flood history and 


potential. Flood-plain zoning is especially 
applicable to areas not yet built up since it 
has no retroactive effect on existing develop- 
ment. The sound principle (established in 
the Flood Insurance Act of 1956) that no in- 
surance should be sold in an area which has 
not adopted flood-plain zoning and related 
measures should be retained in any future 
flood insurance program. Flood insurance 
can ke justified only if it operates to reduce 
the overall danger of flood. The only sure 
way to achieve this objective is to eliminate 
all unnecessary use of the flood plain. 

The potential backing for a flood insur- 
ance program has already expressed itself 
once; the pressing need which was felt and 
demonstrated at that time has remained 
strong as a result of recent flocds. What 
appears to be most lacking is development of 
feasible techniques by which insurance 
against flood damage can be offered to the 
greatest number of persons at a reasonable 
cost in a manner consistent with other means 
of flood damage prevention. 


Davin A. GRossMAN 
Blair Associates, 
Cambridge, Massachusetts 


Influence of Some Public Assistance Programs on 
Forest Landowners in Northern Michigan 


ARM forests and other small forest 

properties have long been recognized 
as a major problem area in American forestry. 
Small forest holdings of less than 500 acres 
in size number at least four million and 
aggregate 44 percent of all the commercial 
forest land in the United States.! In general, 
these are the most poorly managed forest 
lands.” 


Many public assistance programs have 
been devised to improve forest conditions on 
these small forest properties. These pro- 
grams may have broader objectives than 
forest improvement (increasing farmers’ eco- 
nomic and sccial welfare, soil and water 
conservation, etc.), but our concern here is 


1 In this small-size category, some 3 million farms contain 
137 million acres of commercial forest and 1 million other 
properties contain 79 million acres of commercial forest. 
See U. S. Forest Service, Timber Resources for America’s 
Future, Timber Resource Review (Preliminary Report), Wash- 
ington, D. C., 1955, p. 103. 

2 Jbid., p. 97. 


only with those aspects of public assistance 
programs which affect forestry. 

This paper is limited to a consideration of 
four major programs: forestry extension, the 
service forestry program, Soil Conservation 
Districts, and the Agricultural Conservation 
Program. Moreover these programs are 
evaluated for a limited geographic area in 
northern Michigan. The results of the 
study are limited by the scope cf the inquiry 
and the restricted geographic area in- 
volved; but at least they present some 
tentative conclusions and offer an objective 
method for determining the forestry effects of 
major public assistance programs. 


Field data used were obtained in 1954 and 
1955 during the course of a study of private 
forest landownership and management in 
northern Michigan. The major report on 


* Roughly, 31 northern counties in the Lower Peninsula 
of Michigan. The study area will be referred to as northern 
Michigan throughout this article. 
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this study‘ describes the procedure and 
sampling technique in some detail. Only a 
few of the sampling features pertinent to the 
discussion of public assistance programs are 
outlined below. 


Method of Procedure 


The field sample was tied to 3,046 forested 
forty-acre blocks located in the study area as 
part of the Forest Survey conducted by the 
Lake States Forest Experiment Station. 
Township supervisors, who were canvassed 
by mail, were asked to list owners of these 
sample forties, their addresses and occu- 
pation classes. Where addresses were known, 
but not occupations, a supplemental ques- 
tionnaire was sent to the individual land- 
owners. The total response identified owners 
and their occupations for 1,556 sample 
forties. Based on this sample, forest area was 
calculated by owner-occupation classes. 


From the owners of sample forties, whose 
names, addresses and occupations were iden- 
tified, a smaller sample was selected for field 
interview. A total of 229 forest landowners 
was interviewed and allocated to occupation 
classes on the basis of the square root of the 
population in each class. Actual selections 
for interview were drawn at random. 


An additional sample of absentee land- 
owners living beyond travel range was 
drawn for mail questionnaire. The 63 usable 
replies to this mail canvass were analyzed 
separately and were used to supplement the 
conclusions drawn from the regular field 
canvass. 





Forestry Extension 


The forestry extension program is handled 
in similar fashion, and often jointly, with the 
agricultural extension program in most 
states. The land grant colleges and uni- 
versities usually administer the program 
through county representatives who are re- 
sponsible for al) phases of the program in 
their respective counties. Techrical experts 
from the colleges and universities are called 
upon by these county representatives to 
answer specialized questions and to conduct 
special meetings involving their particular 
subject matter field. 


4 James G. Yoho, Lee M. James and Dean N. Quinney, 
Private Forest Landownership and Management in the Northern 
Half of Michigan's Lower Peninsula, Michigan Agricultural 
Experiment Station Technical Bulletin 261, East Lansing, 
1957. 
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The techniques employed in the forestry 
extension program include the following: 
farm visits, demonstrations, meetings and 
conferences, workshops, field days and tours, 
and the use of visual and other informational 
materials. Probably the most important 
technique the extension foresters use involves 
demonstrations. Forestry demonstrations 
have been conducted on more than 20 differ- 
ent phases of forestry. The use of visual 
materials such as bulletins and motion 
pictures is also important. 

During the two years immediately preced- 
ing this study, 1952 and 1953, the Coopera- 
tive Extension Service in Michigan engaged 
in 11 different types of technical forestry ac- 
tivities within the study area. These in- 
cluded forest tree planting, Christmas tree 
planting, windbreak and shelterbelt planting, 
sugar bush management, woodland manage- 
ment, 4-H Club and school-forest planting 
and management, timber estimating and 
marketing, use of home-grown lumber, 
preservative treatment of wood, farm and 
home planning, and street and shade tree 
work. Extension specialists in forestry spent 
83 man-days in 1952 and 90 manedays in 
1953 working in the study area. 

Landowners’ knowledge and use of exten- 
sion aid in general is much more extensive 
than knowledge and use of forestry extension 
aid in particular. Landowners holding 45 
percent of the forest land in northern Michi- 
gan at the time of this study had previously 
requested some aid from their county agri- 
cultural agents (now called county extension 
directors). Holders of an additional 30 per- 
cent of the forest land knew of the availability 
of agricultural extension aid but never 
applied for it. The more restricted acquaint- 
ance with and use made of forestry extension 
in northern Michigan is indicated in the 


following figures: 
Percent of Percent of 

Forest Owners Forest Area 

Owners did not know forestry 

extension aid was available........ , 

Owners knew of availability of 

forestry extension aid but did 

not apply for it 

Owners had made use of 

forestry extension aid.............. 


RARER 51 


Absentee owners responding to the mail 
questionnaire showed more familiarity with 
the forestry extension program and made 
greater use of it. Owners of nearly half the 
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TABLE I—Arrrrupzs or Forest LANDOWNERS IN NorTHERN 
Micwican Towarp Forestry Extension Aips 
Percent of 


Owner’s Attitude Forest Area 


Owners who did not know aid was available: 
Showed no interest 
Showed slight interest 
Showed strong interest 
Owners who knew of availability of aid but 
never used it: 
Felt it too difficult to obtain 
Did not think anything could be gained fromit.. 17 
Planned to ask for aid in the future 3 
Considered forestry extension valuable 
but employed or had technical ability 


Considered forestry extension valuable 
but used S.C.S. or farm forester advice.... 3 
Owners who had made use of forestry extension aid: 
Doubted technical soundness of advice 
Believed advice technically sound but not 


Believed advice good but could not afford 
to follow it 


} Less than 0.5 percent. 


forest land held by the absentee group had 
made use of forestry extension aid (in contrast 
to 16 percent by interviewed owners). This 
might puzzle an analyst, particularly since 
there were no farmers among the mail re- 
spondents. However, many findings of the 
study suggest that the absentee owners are 
better informed than resident owners about 
the aids available to them and make fuller 
use of these aids. 


Attitudes toward forestry extension assis- 
tance are detailed in Table I. The most 
significant fact uncovered is that about four- 
fifths of the landowners who had applied for 
forestry extension aid followed the advice 
given and considered it sound. This repre- 
sents a remarkably high degree of acceptance. 


Among the many owners who knew 
nothing about the existence of forestry ex- 
tension aids (82 percent of the owners holding 
51 percent of the forest land), only a small 
portion evidenced strong interest in extension 


aids. However, slight interest may, with 
small stimulus, be converted to strong in- 
terest. Moreover, lack of interest is often 
linked to lack of knowledge. To stimulate 
interest in forestry assistance it is necessary 
first to create awareness that a need for such 
assistance exists. 
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Some indication of the possible truth of the 
latter relationship is reflected in Table II 
where owners’ concepts of forest manage- 
ment® are compared with owners’ use of 
forestry extension aid. Forest landowners 
with higher concepts of forest management 
have a greater knowledge of the program and 
make greater use of the forestry extension 
assistance available. This is an interesting 
relationship although cause and effect cannot 
be inferred necessarily. It might be con- 
cluded, with equal validity, that as land- 
owners make greater use of forestry extension 
services, their understanding of forestry 
improves. 


Service Forestry Program 


One of the most important of the grass- 
roots forestry programs offering technical on- 
the-ground assistance to forest landowners is 
that cffered under the Cooperative Forest 
Management Act of 1950 (64 Stat. 473). 

The Clarke-McNary Act of 1924 set the 
stage for state and federal cooperation in pro- 
viding forestry assistance to private land- 
owners. The Norris-Doxey Act of 1937 pro- 
vided for actual on-the-ground assistance in 
forestry to farmers. Provision was made 
for public assistance in tree planting, farm 
forestry extension work, farm forestry re- 
search, and service assistance in forest man- 
agement. Work under the Norris-Doxey 
Act was restricted to farmers and actually 
began in 1940. It was concentrated on a 
few intensively operated demonstrations. 

The Cooperative Forest Management Act 
became effective in 1951 and repealed the 
Norris-Doxey Act as of that date. It ex- 
tended forest management assistance to all 
private forestland supervisors. No limit as to 
size of ownership was stipulated but services 
have not been extended to large owners. 
The foresters providing§the actual on-the- 
ground service are called “service foresters.” 

Michigan participates in the program. In 
1951, eight service foresters were employed 
in Michigan but all of them were located 
in the southern farming portion of the state. 
In northern Michigan the district foresters 
of the state Division of Forestry perform all 


’ Concepts of forest management are not intended to be 
interpreted literally. They are grouped and arranged to 
indicate a general progression in the understanding of what 
constitutes timber management from “no idea” to the 
highest concept of sustained-yield forestry. 

6 U. S. Forest Service, Administrative Procedures for Coopera- 
tive Forest Mangement Act of 1950, Division of Cooperative 
Forest Management, Washington, D. C., 1951. 
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TABLE II—Foresr Lanpowners’ Concepts OF TIMBER MANAGEMENT IN NorTHERN MICHIGAN BY Knownancs ‘i 
AND Use Mabe oF Forestry EXTENSION ASSISTANCE 








Owners’ Knowledge and Use Made of Extension 


Percent of forest area . 





Concept of Management 





Did Not.Know of 
Forestry Extension 


Knew about but 
Never Used 
Forestry Extension 


Had Made Use of 
Forestry Extension 





No idea. 

Fire protection or reforestation and/or refraining from 
cutting 

Light cutting and other measures for public good, at some 
personal sacrifice 


Light cutting and other measures economically desirable 
in the long run, but not at present 


Light cutting economically desirable both in the present 
and long run 


Fire protection and light cutting, economically desirable 
both in the present and long run 


High, continuing yield of timber products 


0 6 
29 7 
22 7 


24 10 

















of the functions of service foresters upon 
request. The major duties of these foresters 
and their assistants, however, are to admin- 
ister the state-owned forests in their re- 
spective districts. 

The eleven district foresters in northern 
Michigan spent, on the average, 8.8 percent 
of their time on the service forestry program.’ 
In two districts the foresters spent over 27 
percent of their time on the program; in 
six districts, less than 5 percent. This is a 
modest effort when weighed against the de- 
mands for on-the-ground assistance, but it 
must be examined in view of the primary de- 
mands on the district foresters’ time to ad- 
minister the extensive state forest areas. 

The limited knowledge and use made 
by forest landowners of the service forestry 
program in northern Michigan is illustrated 
in the following statistics: 


Percent of Percent of 
Forest Owners Forest Area 
Owners did not know on-the 
ground assistance was available.... 97 
Owners knew about the avail- 
ability of assistance, qualified, 
but did not apply for it 
Owners had made use of on- 
the-ground assistance. 


7 From the files of the Division of Forestry, Michigan De- 
partment of Conservation, Lansing. 


The lack of knowledge about the program 
among all classes of forest landowners is im- 
pressive. However, it is apparent that large 
landholders are better informed and make 
greater use of the service forestry program 
than small owners. 


Again, as in the case of forestry extension, 
absentee landowners responding to the mail 
questionnaire showed a strikingly greater 
degree of familiarity with the program and 
made much greater use of it. 


Attitudes toward the service forestry pro- 
gram are detailed in Table III. The out- 
standing statistics in this table relate to the 
greater preponderance of forest landowners 
who did not know about the availability of 
on-the-ground technical assistance. The 
majority of landowners in this group showed 
some interest in the program and many of 
them evidenced strong interest. The fact that 
a large number of landowners exhibited no 
interest should be interpreted with caution. 
Conservatism in response to’ a new idea is 
commonplace. Attitudes could change after 
additional contacts with the idea and the 
program which embodies it. Moreover, as 
was pointed out in the discussion of the 
forestry extension program, lack of interest in 
an assistance program is often tied to lack of 
knowledge. Awareness of the need for 
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TABLE. III—Artrrupes oF Forest LANDOWNERS IN 
NortTHERN MICHIGAN TowarpD SERVICE ForEsTRY 
ASSISTANCE 
Percent of 


Owners’ Altitudes Forest Area 


Owners who did not know assistance was 
available: 
Showed no interest. 
Showed slight interest 
Showed strong interest 
Owners who knew assistance was available, 
qualified for it, but never applied: 
Felt it too difficult to obtain 


Considered service forestry valuable but 
employed or had technical ability 


Considered service forestry valuable but 
used extension forestry or S. C. S.......... 
Owners who had made use of assistance 
offered by service foresters: 
Doubted technical soundness of the advice 
Believed advice technically sound but not 


P 

Believed advice good but could not afford 
to follow it. 

Had followed advice but considered it 


Had followed advice and were uncertain 
of its soundness 
Had followed advice and considered it sound. . . . 


1 Less than 0.5 percent. 


assistance must precede an active interest in 
obtaining assistance. 

The reaction of landowners who had ob- 
tained on-the-ground technical assistance was 
not as favorable as in the case of landowners 
who sought extension forestry aid. Where 
service foresters had provided assistance, most 
owners believed the assistance rendered was 
technically sound but impractical. This un- 
expected reaction probably indicates an in- 
adequate grasp by landowners of the forestry 
principles involved but it also suggests that 
the conventional approaches used by techni- 
cal foresters may need to be altered to better 
fit the needs of small forest landowners. 

Again, the response of absentee landowners 
replying by mail was strikingly different from 
that of owners interviewed in the field. 
Owners of more than half the forest land held 
by the absentee owners indicated they had 
made use of the assistance offered by service 
foresters. Moreover, most of these land- 
owners followed the advice given and con- 
sidered it sound. 


A comparison of owners’ concepts of timber 
management with their knowledge and use 
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made of the service forestry program shows 
a strong correlation. Forest landowners with 
higher concerts cf forest management have a 
greater knowledge of the program and make 
more use of the service forestry assistance 
available. Again, cause and effect are sug- 
gested but cannot be definitely established. 
Well informed forest landowners are more 
likely to know about and make use cf the 
service forestry program than are poorly in- 
formed owners; but, in the process of expos- 
ing themselves to on-the-ground forestry 
assistance, the well informed owners are 
likely to continue to develop their forestry 
concepts. 


Soil Conservation Districts 


The Soil Conservation Service has been 
assigned the job of cooperating with the soil 
conservation districts and assisting land- 
holders to establish conservation measures on 
their lands. Woodlands have a place among 
the measures recommended. Those land-' 
owners and occupants who accept plans pro- 
posed for them by the Soil Conservation 
Service are known as “‘cooperators.” The 
cooperators are encouraged to: (1) protect 
woodland from fire and grazing; (2) manage 
woodlands ccnservatively and cut timber 
annually; (3) plant trees on land best suited 
for woodland. 


The soil conservation district program is 
not limited by law to farmers’ lands but to 
date most of the work has been concentrated 
on the farmer group of landholders. The 
emphasis in the program has been on an all- 


inclusive farm land-use plan. This plan is 
usually based on the capabilities of the 
soil with much attention given to the limiting 
rcle of soil’s susceptibility to erosion. Land 
considered as overly susceptible to erosion 
even for grassland use is usually recom- 
mended for forest use only. 


The Michigan Soil Conservation District 
Act was passed in 1937. Since that date the 
formation of districts in northern Michigan 
has proceeded slowly. Six counties in the 
study area were still without organized soil 
conservation districts in 1954. Five counties 
were organized from 1946 to 1949; six coun- 
ties were organized from 1950 to 1953. At 
the time this study was made more than half 
of the eligible forest land in the study area 
was either outside of organized districts or 
was only slightly exposed to the Soil Conser- 
vation Service program. 
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Forestry measures under the Soil Conserva- 
tion Service program in Michigan have em- 
phasized tree planting. By the end of 1952 
cooperators had planted 62,683 acres of land 
to trees. Most of the planting efforts went 
into the reforestation of abandoned fields. 
Some land (892 acres) was planted as farm 
windbreaks. Sixteen of the soil conservation 
districts maintained tree nurseries in 1952, 
turning out some 34 million trees in that 
year. By the end of 1952, cooperators had 
also brought 73,275 acres of woodland into 
the program for improved timber manage- 
ment practices. However, recommendations 
for these woodlands were not necessarily 
translated into action. 


More than half the farm forest land in 
northern Michigan is held by farmers who 
had become Soil Conservation Service co- 
operators. These farmers all had Soil Con- 
servation Service plans prepared for them at 
one time or another during their period of 
tenure. ; 


Cooperators with woodland were ques- 
tioned about the importance attached to 


their woodlands in the general farm plan. 
Their attitudes could be summarized as 


follows: 
Percent of 
Forest Area 
Farmers did not think woodland had a 
significant place in the farm plan 
Farmers thought woodland had a 
minor place in the farm plan 
Farmers thought woodland had an 
important place in the farm plan 


At least in the minds of the cooperators them- 
selves, the farm plans did not give much at- 
tention to existing woodlands. It is likely 
that the Soil Conservation Service farm 
planners had intended to place more emphasis 
on woodlands but had not succeeded in 
transmitting this intention to the farmer land- 
holders. 


Cooperators who had adopted forestry 
practices as a result of recommendations by 
farm planners were asked to name the 
adopted practices. Only two practices, 
forest plantations and windbreak plantings, 
were named. Significantly, not one coopera- 
tor stated that improvement cuttings in exist- 
ing woodlands had been adopted as a result of 
his farm plan. Many such recommendations 
had undoubtedly been made, but perhaps the 
forest management recommendations were 
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overshadowed by other recommendations in 
the plans. 


Agricultural Conservation Program 


Beginning in 1936 Congress authorized the 
Agricultural Conservation Program (ACP), 
a program of soil-building and water-con- 
serving practices. As the act was interpreted, 
its primary objective became the protection of 
the public’s interest in the nation’s soil and 
water resources. This objective was to be 
achieved through a system of cost-sharing 
between government and the individual farm 
owner. The practices encouraged are con- 
sidered to be of benefit to the farmer, but cost- 
sharing is justified on the basis of benefits 
gained by society. 

The United States Forest Service is re- 
sponsible for the technical phases of the 
forestry practices finally approved by the 
county committees. Its responsibility in- 
cludes assistance in developing specifications 
for approved practices at the state and county 
levels as well as checking farmers’ compliance 
with approved practices at the county level. 
Actual work on-the-ground is the farmer’s 
responsibility. 

Although forestry has been a part of ACP 
from the beginning, its part in the total pro- 
gram has been small. Forestry practices ac- 
counted for less than one percent of the pay- 
ments made over a 10-year period.* Pay- 
ments to the nation’s farmers for approved 
forestry practices (mostly for tree planting on 
some 80,000 acres) amounted to about 
$1,000,000 in 1953. 

Table IV is a record of ACP forestry ac- 
complishments and payments in northern 
Michigan from 1950 to 1953. During this 
period, approval was not given for any forest 
improvement work. Tree planting (includ- 
ing windbreak planting) was the only ap- 
proved forestry practice in 1950 and 1951. 
Fencing was also approved in a few counties 
in 1952 and 1953. The maximum federal 
cost-share for tree planting was set at $1.00 
per hundred trees in plantations, $1.50 per 
hundred trees in windbreaks. Actual pay- 
ments per acre varied widely by counties. 
The maximum federal cost-share for fencing 
was 75 cents per rod. During the four-year 
period the average annual number of north- 
ern Michigan farms participating in the 
tree-planting phase of the program was about 

*M. B. Dickerman, Forestry assistance programs, Timber 


Resources Review (preliminary report), Chapter IV, Section 
F, United States Forest Service, Washington D. C., 1955. 
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TABLE IV—ACP Forestry ACCOMPLISHMENTS AND PayMENTs IN NorTHERN Micnican, 1950-53! 





ACP Record 


Year 








Tree planting: 
Number of counties participating? 
Number of farms participating 
Number of acres on which payment was made 
Average credit per acre allowed for activity 


Total amount paid 


Fencing woodlands: 


Number of counties participating 

Number of farms participating. 

Number of rods on which payment was made. 
Average credit per rod allowed for activity. 


Total amount paid 


27 30 29 
1,091 1,632 1,109 
2,974 5,243 3,987 
$8.83 $9.31 $10.31 

$26 ,262 $48 ,832 $41,111 


8 4 
15 14 
1,051¢ 964 
$0.40 $0.75 














$420 $723 





1 From the Michigan ASC Committee, Lansing. 


2 Does not include counties where money was available but not spent. To have included such counties would have 
added three counties in 1950, two in 1951, and one in 1952 and 1953. 
* No funds were allocated for fencing by the State Committee until 1952. 


‘For protection of 188 acres in 1952. 


1,300; the average annual number of acres 
involved was 4,365; the average number of 
planted acres per participating farm was 3.36; 
and the average payment per farm was 
slightly over $31. 

A remarkably small percentage of the inter- 
viewed farmers knew about the availability 
of ACP forestry payments. Even among 
farmers who received ACP payments for other 
conservation practices, many had no knowl- 
edge of qualifying forestry practices. How- 
ever, of those farmers who knew about ap- 
proved forestry practices and qualified for 
them, a large majority took the opportunity 
to apply for forestry payments. Large forest 
landowners, in particular, took advantage of 
the opportunities. These observations are 
supported by the following statistics: 


Percent of Percent of 
Farm Forest Farm Forest 
Owners Area 
Farmers did not know about 
the availability of ACP pay- 
ments for forestry practices 
Farmers knew about ACP 
payments for forestry prac- 
tices, qualified, but never applied. . . 
Farmers had applied for ACP 
forestry payments 


Attitudes toward ACP payments for ap- 
proved forestry practices can be summarized 
briefly. The farmers holding 37 percent of 
the farm woodland who applied for ACP 
forestry payments divided almost evenly be- 
tween those who stated they would have 
undertaken their forestry projects regardless 
of the ACP program and those who stated 
they would not have undertaken the project 
without the incentive of ACP payments. 
This indicates a strong effect of ACP pay- 
ments in stimulating forestry practices (at 
least the limited practices which qualified for 
payments when the field study was made), 
particularly in view of the reluctance of many 
individuals to admit a lack of financial inde- 
pendence. Farmers holding 4 percent of the 
farm woodland knew about ACP forestry pay- 
ments, qualified, but never applied. Only 
one explanation was given by this group for 
not applying for payments: they believed the 
trouble of application outweighed the value 
of the payments involved. 


Farmers holding about 60 percent of the 
farm woodland did not know about the avail- 
ability of ACP payments for forestry prac- 
tices. Many of them showed an interest in 
the possibility of obtaining payments for 
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forestry practices but indicated their practices 
would be unchanged. They would have the 
same plans for planting and fencing, with or 
without payments. Most of the farmers who 
did not know about the program did not indi- 
cate any interest in forestry payments. How- 
ever, it is appropriate to question whether as 
much weight should be attached to the ex- 
pressed attitudes of persons who heard about 
the program for the first time as to the atti- 
tudes of those who knew about the program 
and who had applied for payments. The 
observation expressed several times pre- 
viously about conservatism in attitudes to- 
ward new ideas applies here also. Atti- 
tudes might change after additional con- 
tacts with and thinking about a new idea. 


Conclusion 


Many public assistance programs have 
been devised to improve forest conditions on 
small properties. Four major programs have 
been considered in this paper—forestry 
extension, the service forestry program, Soil 
Conservation Districts, and the Agricul- 
tural Conservation Program. Objectives of 


at least two of the programs take in aspects 
outside the field of forestry, but only the 
forestry aspects of the programs have been 
considered. Moreover, the tentative con- 
clusions that have been offered apply only to 
a 31-county area in northern Michigan. 
Conclusions have been based on data col- 
lected mainly in 1954 and 1955 during a 
field study of private forest landownership 
and management. 

An attempt has been made to measure some 
of the forestry impact of the four public assis- 
tance programs on small forest landowners. 
In all instances, one is impressed both by the 
limited extent of the efforts made and the 
limited effects. Probably the most successful 
of the programs in relation to the cost in- 
volved has been forestry extension. Most of 
the landowners who applied for advice fol- 
lowed the ‘advice given and considered it 
sound. ACP payments have apparently been 
instrumental in persuading farmers holding 
18 percent of the farm woodland to plant 
trees or fence woodland, but no attention was 
given at the time of this study to improve- 
ment cuttings in existing woodlands. The 


service forestry program achieved its greatest 


success with absentee landowners; in the 
case of resident forest owners most of those 
who obtained assistance believed the advice 
received was sound but impractical. Soil 
Conservation Service farm plans included 
farm woodlands in the overall farm plans 
but only a small percentage of farm co- 
operators thought that woodlands had an 
important place in their farm plans. Some 
cooperators established tree plantations or 
windbreak plantings as a result of SCS farm 
plans but none of those interviewed stated 
that improvement cuttings were initiated be- 
cause of recommendations in the plans. 

In view of the limited effort put into them, 
limited effects from the assistance programs 
would appear to be inevitable. For example, 
forestry extension specialists could devote 
only about 90 man-days a year to the study 
area and 11 district foresters could assign 
only 9 percent of their work loads to service 
forestry. 

The lack of knowledge about the assistance 
programs is striking. The existence of a 
forestry extension program was unknown to 
82 percent of the forest landowners in the 
field. Ninety-seven percent of the owners did 
not know anything about the service forestry 
program. Ninety percent of the farmers 
were unaware that payments for forestry 
practices where available under the Agri- 
cultural Conservation Program. 

This study indicates some areas of weakness 
in all of the programs of public forestry assis- 
tance evaluated. Of greater importance than 
the tentative conclusions presented is the im- 
plied need to study these programs in greater 
depth and over larger geographic areas. The 
total effort and expenditure of public assis- 
tance programs directed at small forest land- 
holders appear destined to increase. In 
view of this trend, a more objective basis for 
allocation of funds and energies is needed 
than is provided by past approaches to public 
assistance programs. 

James G. YouO © 
Associate Professor of Forest Economics, 
Duke University 
LEE M. JAMEs. - 
Professor of Forestry, 
Michigan State University 
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Measurement of Recreation Benefits: A Replyi 


“THE ARTICLE by A. H. Trice and S. E. 
Wood, ‘‘Measurement of Recreation 
Benefits,” which appeared in the August 1948 
issue of Land Economics, considers problems of 
economic evaluation of the worth of public 
investment that are by no means limited to 
recreational activities. Messrs. Trice and 
Wood have performed an important service 
in analyzing the difficulties that are more or 
less generally present in the use of benefit-cost 
analysis and thatare of particular significance 
in the case of “intangible” recreational 
benefits. 

In cases where it might be possible to 
express all benefits of private and public in- 


‘vestment in equivalent monetary terms, a 


simple numerical accounting would be suffi- 
cient to determine whether public invest- 
ment is economically feasible in terms of the 
private market standard. Aside from the 
rarity of such cases, a false impression of pre- 
cision and comprehensiveness follows from 
the emphasis upon the b /c ratio, which is at 
best a simple numerical summation of the 
measurable features of project evaluation. 
To ignore values because they are difficult to 
measure is to exclude from consideration 
important welfare features of many public 
investment programs. The benefits to the 
individual and the community from improved 
health and well-being, enhanced recreational 
opportunities, and the generally more abun- 
dant social services that flow from public 
investment can be only partially appraised 
through the use of market data. Many 
benefits are likely to be dismissed as ‘“‘in- 
tangible” and left out of the quantitative 
evaluation of the worth of public investment 
even though such intangibles may enhance 
the income of society. 

Trice and Wood are aware of the worth of 
intangible benefits but appear to misinter- 
pret the consequence of the non-material 
character of some public investment benefits. 
“Primary benefits from recreation,” they 
contend, “are personal and varied and, 
therefore, not readily measurable in dollar 
terms.” (p. 197) Actually, all benefits (con- 
sumer satisfactions) are “personal and 
varied,” whether the commodity or service 
is sold in the market economy or available 
without price from another agency. One of 


tI am indebted to Professors M. O. Clement and T. J. 
Finn, Jr., for suggestions in the preparation of this note. 


the most noteworthy accomplishments of the 
market process is the establishment of a 
single price for items that afford varied satis- 
factions to different individuals. =Tangibility 
of benefits or satisfactions—if, indeed such 
were possible—is in no way a prerequisite to 
market appraisal. In the absence of market- 
derived valuations, however, the measure- 
ment of public investment benefits must be 
based on a substitute consensus of the 
‘personal and varied” evaluations or an in- 
direct gauge of the nature and extent of such 
benefits. 

For the most part, past attempts to demon- 
strate the economic worth of public invest- 
ments that yield so-called intangible benefits 
have been based upon market expressions of 
indirect economic indicators. An early study 
of the economic effects of water pollution by 
Professors Vaile and Black? illustrates the 


1“Tangibility” and “‘intangibility” of benefits may be 
distinguished meaningfully only upon the basis of whether a 
price designation or other form of rank ordering may be 
assigned to consumer satisfaction. Intrinsically, all con- 
sumer satisfactions derive from tangible situations or objects, 
things that can be perceived—such as an aesthetically- 
pleasing view, a loaf of bread, absence of noise, a well-played 
concerto—but the conditions necessary for measurement and 
economic evaluation may not be equally present in all cases. 

In speaking of testimony before the Kerr Committee in- 
vestigating the suitability of assigning a monetary value for 
visitor-days at certain Federal reservoir areas, Trice and 
Wood say that “testimony revealed that failure properly to 
estimate recreational potentials of reservoir projects had led 
to dangerous overcrowding with, in many cases, recreational 
use in the first year far exceeding facilities provided.” (p. 196) 
An ardent advocate of price-system planning might with 
some justification suggest that the solution to both the problem 
of benefit measurement and the problem of overcrowding 
might be achieved by charging a price for the use of the 
recreational facilities. This would provide a partial indica- 
tion of whether the “dangerous overcrowding” was the result 
of high consumer valuation or free recreational opportuni- 
ties. Although use alone is an indication of some level of 
public benefit, additional information is required to establish 
the magnitude of the benefit. rv 

2R. S. Vaile and A. G. Black, ‘Some Economic Effects of 
Pollution of the Mississippi River, Minneapolis to LaCrosse 
Inclusive,” Report of the Minnesota Board of Health (St. Paul, 
1928). 

A recent study of R. F. Wallace, Economic Aspects of Wildlife 
Resources of the State of Washington Bureau of Economic and 
Business Research Bulletin No. 19, Pullman, February 1952, 
is unusually explicit in the endorsement of the value frame- 
work of the private market economy as a standard for ap- 
praising the economic benefits to individuals and the com- 
munity of wildlife resources. Although Wallace compiles 
data on the value of wildlife from expenditures for hunting 


- and fishing licenses, transportation, sporting equipment, 


and the like, in assessing the worth of wildlife no attempt is 


(Continued on page 366) 
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dilemma of this approach— a dilemma that 
is inherent in a methodology that relies almost 
solely upon either direct or indirect expres- 
sions of the private market as a standard of 
value. The Introduction of the Vaile and 
Black report describes this problem: 


Pollution in many ways has an effect upon the 
wealth of any community, and therefore the 
economic phases of the problem cannot be ignored. 
Some of these, such as the depreciation of property 
values, loss to the commercial fishing and clam- 
ming industry, etc., can be estimated within 
reasonable limits, and even roughly measured in 
dollars and cents. 

It is difficult to measure in money values the 
effect of pollution from an aesthetic standpoint 
. . . « The aesthetic side of this problem, while it 
cannot be accurately measured by any known 
yardstick, should, nevertheless, be given weight in 
formulating any plan or program of remedial 
measures.* 


No conceptual difficulty is experienced in 
the use of the orthodox method of analysis for 
such studies so long as a market expression of 
the worth of the destroyed or impaired re- 
sources—such as fish or clams—is available. 
For the so-called intangible benefits (or 
losses), however, a more difficult problem 
arises. In most studies the recreational value 
of a stream is accorded an economic worth 
based upon the expenditures necessary to 
enjoy the resource—not upon an appraisal of 
the value of resource uses. Trice and Wood 
have persuasively pointed out the hazards of 
the gross expenditures approach (pp. 199- 
200) but may have overstated the case against 
this procedure and adopted a variant of this 
approach that is equally objectionable. The 
value ofa resource and the satisfactions derived 
from its employment may correspond closely 
or widely to the aggregate expenditures 
incurred in the use of the resource. 

The problem of analysis that confronts the 
economist is similar toan attempt to appraise 
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made to express or measure extra-market values. Wildlife 
is viewed as an income-producing resource largely in terms 
of expenditures that are a consequence of such activities as 
hunting and fishing. The evaluation of the worth of wildlife 
resources is based squarely upon market measures. Indeed, 
it is stated in the Introduction that “. ... the relative 
importance of various goods and services to society can be 
measured only by the relative expenditure which the 
members of society are willing to make in order to obtain 
them.” Jbid., pp. 1,2. 


8 Op. cit., p. 123. 


the value of theater or night-club entertain- 
ment without knowledge of the expenditures 
for theater tickets or the fees for night-club 
cover charge and outlays for food and drink. 
The costs of transportation to the theater, a 
proportionate allocation of expenditure for 
special dress, and other purchases unique to 
the particular activity may be relevant to 
evaluation but these data. are no substitute 
for knowledge of the price of the theater 
tickets. Even the most comprehensive ac- 
counting of ancillary expenditures for one 
kind of resource use does not afford a basis for 
generalizing with respect to other kinds of 
resource use. In some cases ancillary expen- 
ditures may be trivial compared with the 
worth of the ultimate recreational objective, 
large in other instances, while in either case 
such outlays may not be strictly allocable to 
a single recreational experience. This ap- 
proach is of limited use because it affords 
neither a reliable index nor an accurate 
gauge of the value of the primary object of 
of the expenditures. 


The Trice-Wood “costs of travel” index 
for measuring recreational benefits, although 
avoiding the “aggregate” expenditure ap- 
proach, is subject to similar qualifications as 
well as special criticism. Trice and Wood 
assume that recreational benefits from public 
investment are commensurate with the high- 
est travel cost (longest distance) incurred 
by park visitors. This travel cost figure is 
then assigned as a benefit for ail visitors, 
irrespective of the actual cost involved. In 
support of this procedure it is claimed that 
“using costs of travel alone avoids such ques- 
tions as economic ability, personal tastes and 
appetites, and forms of recreation enjoyed. 
The assunption of a fixed cost per mile 
traveled has, therefore, the dual advantage 
of removing income differences and at the 
same time producing per visitor day differ- 
ences in costs of enjoying a recreational area.”’ 
(p. 203) Although it is true that the “costs 
of travel” index avoids questions of income 
difference, taste, and object of travel ex- 
penditures, such considerations cannot 
properly be ignored in the determination 
of public policy. It is not correct, however, 
to maintain that the index “removes” in- 
come differences. Not only does the “cost 
of travel” index overemphasize an indirect 





, = eS oe ee eee ee 2 es se 


Oo & <¢e4nomnanre a ee ao ee a ae 


»OoOe>o we 


REPORTS AND COMMENTS 


and possibly inaccurate‘ measure of recrea- 
tional worth but “income,” “taste,” and 
“objective of expenditure” are inherent in 
these data. Market data are significant for 
public investment evaluation primarily when 
interpreted against the background of pre- 
vailing income distribution and consumer 
tastes. The “costs of travel” index is a seg- 
ment of market data and subject to the same 
qualifications as more comprehensive ex- 
pressions of consumer demand. It is im- 
- ‘portant to know whether the more distant 
travelers, who in the Trice-Wood index es- 
tablish the value of the recreational benefit, 
are made up of above-average income re- 
ceivers as compared with visitors from closer 
areas. By avoiding the consideration of the 
influence of income and taste, information 
‘pertinent to the design, size, and location 
of recreational facilities may be disregarded. 

Following Professor Hotelling’s ‘‘concentric 
travel cost zones,”> Trice and Wood ‘assign 
consumer’s surplus to all but the most distant 
travelers to the recreational installation. 
The notion of consumer’s surplus is beguiling. 
It has probably led more economists into 
error and controversy than any other small 
point in economic theory. This deceptive 


«What travel-cost allocation procedure will be followed 
where “touring the West” starts from an Eastern city and 
includes visits of numerous points of interest? Are “‘costs of 
travel” to be computed from the original starting point in 
each case or from the nearest previous recreational stop? 
Use of the former basis would undoubtedly result in over- 
appraising and double-counting, while the latter procedure 
would under-appraise many facilities. 

5 See U. S. National Park Service, The Economics of Public 
Recreation (Washington, D. C., 1949), unpaged reproduction 
of letter. 

It is interesting to note that the French engineer, Jules 
Dupuit, generally credited with the origination of the concept 
of consumer’s surplus, developed this device as a means of 
judging the worth of public works. The controversy over 
the use of the consumer’s surplus doctrine has engaged many 
of the great minds of economics, such as Walras, Edgeworth, 
and Marshall, sometimes in the process of re-arguing posi- 
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doctrine requires at the least the qualifica- 
tion that the marginal utility of money is 
constant’? and under conditions posited by 
Trice and Wood the additional, totally un- 
realistic, assumption that individual prefer- 
ence scales are identical. The assumptions 


of the zoning method of Professor Hotelling, 


that visitors near recreational areas enjoy the 
facility as much as those more distantly situ- 
ated, may be true or false depending upon 
the nature of the facility and the individuals 
in question. What is needed to appraise such 
recreational benefits is a way to discriminate 
between various users and to sum up the 
different individual evaluations—not to as- 
sume an artificial constancy of reaction. 


It is not the purpose of this note to cavil at 
the failure of an appraisal of the benefits of 
public investment to encompass the deiailed 


prescriptions of “rigorous” theory. The 


pertinent question is whether a method of 
evaluation provides information on features 
of public investment that is important for 
public policy formulation. The great disad- 
vantage of the “travel costs” index is that it 
achieves simplicity and measurability at the 
expense of significance and relevance. 


LAWRENCE G. HInNeEs 


Professor of Economics, 
Dartmouth College 


tions that had been established or rejected in previous 
periods. See R. W. Houghton, “A Note on the Early 
History of Consumer’s Surplus,” Economica, February 1958, 
p. 49. 

1 Through indifference curve analysis, J. R. Hicks is able 
to represent consumer’s surplus without this qualification, 
but it is not necessarily identical with the familiar Mar- 
shallian graphical presentation. See Value and Capital 
(London, England: Oxford University Press, 1939), p. 39, 
and A Revision of Demand Theory (London, England: Oxford 
University Press, 1956), Chapters 10 and 18, especially 
pp. 176-9. 


Measurement of Recreation Benefits: A Rejoindert 


‘THE authors are pleased that their article 
has aroused the interest of Professor Hines 
and he is to be commended for his excellent 
statement. Many of his comments are well 
taken. No attempt will be made to deal with 
every aspect of the note. Rather, an effort 
will be made to clarify the nature and intent 
of the method proposed in the study and to 
comment upon the alternatives suggested but 
not developed by Professor Hines. 


Nature and Intended Use of Dollar Values. 
From a computational standpoint, the aver- 
age value of recreational benefit is not derived 
in precisely the fashion stated by Professor 
Hines. Distance to the recreational area is 
only one facet of the method. Actually, 
those who expended the greatest amount for 
travel were not necessarily those who traveled 
the greatest distances. Cost per recreation 
day reflects distance traveled, days on the 
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trip, days in the recreation area, and number 
sharing expenses. Not only is the cost not 
based upon simple distance but the cost which 
establishes the “market value” of a day of 
recreation is not the highest, but the cost 
found at the 90th percentile in an array of 
per visitor day costs of travel. While these 
words of explanation donot remove the objec- 
tions, it is hoped they will make the deriva- 
tion for those who may wish to experiment 
with it. 

As further clarification and as a partial 
answer to the claim that the measure does 
not have a practical use, it.may.be.said that 
the dollar amount is not intended as an ex- 
pression of total intangible recreational 
value. It is intended to be no more thana 
least common denominator of intangible 
value to recreationists in general. Descrip- 
tions in words of both individual and social 
values from projects are still needed. The 
extent to which reliance must depend on 
general (often vague) justifications is reduced, 
but not eliminated. 

Further, the $2 per man-day value is not 
intended as a suggested charge for recrea- 
tional use. Aside from any practical prob- 
lems of administering a program of payment 
by recreationists for recreational use of 
specific projects or project areas, it is probable 
that a portion of the estimated value would 
not find expression in actual purchase of 
recreational use, since many persons might 
be unwilling or unable to pay the full amount. 
In.an array of demands those below the aver- 
age would be precluded from use of the 
recreational area even though such use would 
have value to them. This inability or un- 
willingness to pay the full estimated amount 
indicates that the $2 per man-day is not a 
market price representative of effective de- 
mand; but it is a measure which includes in- 
tangible, non-economic values which are 
beyond the payment capacity of many users. 

The $2 per man-day value is not used in 
selecting appropriate recreational develop- 
ment. Its sole purpose is to give a tangible 
dollar expression to the value of recreational 
features of projects to the citizens of the state. 
The basic question is not what facilities 
shall be provided, their number, and in what 
proportions, and so forth, but how much net 
recreation dollar benefits can be reasonably 
‘expected from water development projects 
which have recreation potentiality. Of 
course, estimates of the number of recreation 
-man-days of use during the pay-out period 


must be made. The man-day estimates must 
be based upon physical design considerations 
and a reasonable measure of recreation de- 
mand and use. 

There can be no doubt that the benefit- 
cost method places emphasis upon accounting. 
The difficulty of relating intangible recrea- 
tional values to accounting dollars secured 
from sales of water for power development 
and for irrigation is great. No doubt a full 
comparison is not possible. The measure 
proposed in the subject article is an inter- 
mediate step between no dollar value of 
recreation and full dollar value. Ultimate or 
full dollar value of recreation is impossible to 
determine and no dollar value leaves too 
great a gulf to bridge between values which 
lend themselves to dollars and those which 
do not. A least common denominator de- 
termined by travel costs is a compromise. It 
gets current methods off dead center without, 
it is hoped, going too far into a wilderness of 
differing tastes, economic status, and specific 
expenditure objectives. 

Proposed Alternatives. Professor Hines pro- 
poses as alternatives the compiling of infor- 
mation as to details of expenditure and as to 
the values of recreation. Emphasis is placed 
upon getting the facts from those engaging in 
recreation or from the public at large. Un- 
doubtedly additional material of this type 
should be secured and analyzed. Limitations 
of time and budget ruled out this approach 
in the study which gave rise to the method 
devised. Aside from limitations of time and 
budget, both susceptible of removal, : there 
are other problems of a practical nature 
which must be faced in the gathering of such 
data. Actually the same difficulties are en- 
countered in almost any investigation and 
need not be considered peculiar to the current 
problem or to recreation as such. That they 
exist does serve to point up the extreme diffi- 
culty of proposing a fool-proof method of 
achieving what may be an impossible end. 


Difficulties of the direct approach include 
problems of sample size, selection of persons 
to be interviewed, preparation of question- 
naire forms, selection and training of inter- 
viewers, overseeing the conduct of the inter- 
views, editing questionnaires, compiling sta- 
tistics, and analyzing results. At any stage 
of such an investigation there may be. in- 
tentional or unintentional information. Re- 
spondents may not know or may not wish 
to divulge necessary information. Inter- 
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viewers may unconsciously influence answers 
and the questions may be such that the 
interviewees are confused. Editing, compil- 
ing, and analysis all are subject to error too. 
Not only is the process fraught with problems 
but after it has been completed there are still 
questions as to the significance of the findings 
for any specific project or projects. 

The travel costs index has been proposed 
as a method for measuring recreational bene- 
fits under specific circumstances. The dollar 
amount will vary from project to project. 
The method is open to further consideration 
and probable refinement. It is hoped that 
others may become interested to the extent of 
devising still more acceptable methods. Per- 
haps in time sharper tools of analysis than 
now exist will be supplied to those charged 
with the responsibility for determining feasi- 
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bility of water projects. If this should happen 
the original article will have served to stimu- 
late interest in a neglected field. Comments 
and criticisms such as have been made by 
Professor Hines are welcomed. There is cer- 
tainly no monopoly on benefit-cost analysis 
and the travel costs index is neither the first 
nor the last word by any means. 


Anprew H. Trice 
Assistant Professor of Economics, 
Sacramento State College, 
Sacramento, California 


SAMUEL E. Woop 


President, Pacific Planning and Research, 
Palo Alto and Sacramento, California 


Measurement of Recreation Benefits: A Reply 


EASUREMENT of intangible benefits 

where no market exists has long been 
both a challenge and a plague to economists. 
Without a market the economist is fighting 
without his glasses. Trice and Wood have 
fully recognized the difficulties involved in 
their interesting attempt to measure recrea- 
tion benefits. However, there may still be 
some serious questions to be considered be- 
fore their proposal is put into practice. 

The authors cite Professors Howard Ellis 
and Harold Hotelling as their basic inspira- 
tion in using consumers’ surplus calcu- 
lations to measure recreation benefits. Ho- 
telling is also cited as providing a travel- 
distance rationale. (p. 198) Roughly speak- 
ing, this rationale is as follows: All users of 
a park are assumed to be willing to pay for 
the use of a park.as much (per visitor day) as 
the travel costs of the relatively high cost 
users. The latter are determined by a bulk- 
line method. Suppose the bulk-line is set at 
90 percent. Further, suppose the 10 percent 
of users who pay highest travel costs are found 
to pay at least $3.00 a visitor day to use a 
park. Suppose that some average travel cost 
(median, mode, mean) for the remaining 90 
percent is $1.00 a day. Then, if there are 
1,000,000 people-days constituting the 90 
percent, the recreation benefits are computed 
as ($3.00—$1.00) times $1,000,000 or $2,- 
000,000. 

Is it generally true that those who are 
“able to enjoy the parks without incurring 


the full travel expense of the most distant 
travelers” obtain a consumers’ suplus? (p. 
198) This assumption implies that the only 
significant difference between those far and 
those close to a park is the distance to the 
park. However, those who live close to a 
regional recreational area, as the Upper 
Feather River area, may often be relatively 
isolated from central metropolitan areas. On 
the other hand, those who live far from a 
regional recreation area often tend to be those 
living in metropolitan areas. This is no 
chance occurrence which may “wash out” 
on the average. It is built-in. As a conse- 
quence, those close to regional parks make 
long trips to “‘come to town.” Those who 
are close to urban centers make long trips to 
enjoy recreation. . 


Location close to regional parks or close 
to metropolitan centers may either be volun- 
tary or involuntary. If voluntary then there 
is an economic substitution of one type of 
accessibility for the other. That is, the de- 
cision to live close to the park area is at the 
same time a decision to forego some of the 
benefits of urban accessibility. In this case it 
is clear that the proposed method would not 
work. Those who have purchased closeness 
to regional parks at the cost of urban accessi- 
bility would not be willing to pay additional 
amounts equal to the travel costs of the high 
cost users. 
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Suppose 10 percent of all the workers in a 
certain metropolitan area pay $30 or more 
per month for transportation to the center. 
The remaining 90 percent, or say 100,000 
workers pay an average of $10 a month. 
Then the consumers’ surplus according to the 
Trice-Wood-Hotelling formula would be 
100,000 times $20 or $2,000,000 a month. 
Presumably, the public could tax away this 
$2,00,000 a month without disturbing any 
locational decisions. But the 90 percent are 
already paying for their superior location 
through higher rent for similar accommoda- 
tions, or the same rent for smaller accommo- 
dations. The 10 percent who commute 
sacrifice the $20 a month differential for home 
ownership, better accommodations, suburban 
living, and many other reasons. If the public 
attempted to collect the presumed consumers’ 
surplus in this case there would be an addi- 
tional centrifugal push exerted on the metro- 
politan population. The consumers’ surplus 
is already absorbed by market action. The 
public cannot collect it again. 


Is there greater validity to the proposed 
method where locational decisions are pre- 
sumed to be involuntary? In this case, de- 
terminants of location may be primarily 
vocational rather than distance to metro- 
politan centers or regional parks. However, 
the objection would still seem to apply. 
Whatever the reason for their Jocation, those 
close to the park are forced to substitute 
recreational accessibility for “urban” accessi- 
bility. The reason they may use the park as 
much as they do depends on its low cost of 
accessibility. Suppose the price of admit- 
tance were raised differentially so that every- 
one’s price equalled the travel cost of the 
high cost users. Those who are close in 
effect are uow forced to make distant trips to 


both parks and urban centers. Since. park 
trips become more expensive in terms of 
urban trips, the former would tend to be cut 
down. Therefore, benefits measured by the 
proposed consumer surplus method would 
tend to be too high. From a somewhat 
different point of view, benefits are over- 
estimated because they represent a gross 
concept. To determine a net benefit, the 
consumers’ surplus derived by metropolitan 
dwellers from their “ucban” accessibility 
should be subtracted from the presumed 
recreational accessibility. Since the urban 
surplus is likely to be greater, the net recrea- 
tion benefits measured this way may even be 
negative. 

The authors indicate that the bulk of trips 
(presumably 90 percent) to and from the 
Sierra Nevada Recreation area average 500 
miles or less. (p. 204). This means that the 
most distant users considered are about 250 
miles away. It seems likely that the San 
Francisco-Oakland Metropolitan Area, which 
is about 250 miles from the center of Plumas 
County, contributes the largest part of the 
bulk-line users. Thus, in the case at hand, it 
is likely that the distant users do, in fact, 
obtain the benefits of high accessibility to a 
metropolitan center while the close users are 
more remote from metropolitan services. The 
one important exception to this generaliza- 
tion is the location of the Sacramento metro- 
politan area relatively close to the recreation 
area. It is still true, however, that urban 
opportunities for the potential users of the 
Plumas recreation area tend to increase with 
increasing proximity to San Francisco-Oak- 
land. 


Jack LEssincER 


Bureau of Business and Economic Research, 
University of California, Berkeley, California 
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The Life and Times of Baron Haussmann: Paris 
in the Second Empire. By J. M. and Brian 
Chapman. London: Weidenfeld and 
Nicolson, 1957, pp. ix, 262. 25 s. In the 
—— States from The Macmillan Co., 

00. 

Napoleon III and the Rebuilding of Paris. By 
David H. Pinckney. The Princeton 
University Press, 1958, pp. ix, 245. $6.00. 


In one of his lectures at Harvard nearly 
twenty years ago Siegfried Giedion gave a 
brief but vivid picture of one of the most 
amazing episodes of city rebuilding in 
Western history, the transformation of Paris 
by Haussmann under Napoleon III between 
1853 and 1870. (Space, Time and Architecture, 
part VII.) Now the American reader in- 
terested in city planning is offered two full- 
length accounts of this exciting story. 

Brian Chapman, lecturer in_ political 
science at Manchester University, is a leading 
British student of French local government; 
his wife has been a lecturer in economics at 
Manchester. They offer a “biography of an 
ebullient, ruthless and highly intelligent 
prefect of France, whose career led him 
. » « . to supreme power in Paris during the 
Second Empire.” They “decline to.... 
assess his work in terms of [current]... . 
English . . . . doctrines of town-planning.” 

Theirs is a lively, sprightly story of the ad- 
ministration of planning by a man who de- 
scribed himself as ‘ca democrat, and very 
liberal, but none the less authoritarian.” 
Twenty years as a prefect in the provinces had 
taught him theintimate relations of adminis- 
tration and politics. He knew the importance 
of a quick success, so that he executed with 
vigor Napoleon’s dream of converting a 
run-down national forest into the Bois de 
Boulogne. “It was administratively the 
most successful and the least useful item of the 
initial programme of works.” (p. 89) He also 
knew how to get funds for sewers, which had 
no political appeal and bored the Emperor; 
he knew how to bury a scheme that would 





arouse opposition in a larger proposal (p. 46). 
“In other words, projects of this order 
amounted to a series of problems in human 
relations.” (p. 105) Need one name the 
current American public figure with whom 
Haussmann courts comparison at every turn? 


Remember that Paris already had 1,200,- 
000 inhabitants when Haussmann began his 
work. In five years the suburbs grew 61 
percent, the central city only 11 percent. It 
took Haussmann six years to get through a 
bill to annex the suburbs; unfortunately he 
did not succeed in his proposal to make a 
greenbelt 800 feet wide surrounding Paris on 
the site of the old fortifications which had 
separated Paris from the suburbs. 


Among the tools that Haussmann used 
were setback lines (Avenue Foch), excess 
condemnation, architectural control by re- 
strictive covenants (the Etoile, the Opera). 
The cost of the Bois du Boulogne was met 
largely by the sale of lots on the Neuilly side 
for fashionable residences. 


Haussmann had the continued opposition 
of the Rothschilds and the Bourse because of 
his “inflationary” public works expenditures. 
The Emperor insisted that they must not 
entail increased taxes. Haussmann believed 
that in an expanding economy increased 
wealth would provide a broader tax base to 
pay for the arteries of communication, sewers, 
water supply, parks, without which the 
growth would be choked. His attempts to 
discount these future revenues to provide the 
cash for his work led to his downfall. 


Professor Pinckney, head of the depart- 
ment of history at the University of Missouri, 
treats of the same events. He starts by em- 
phasizing that “‘Louis Napoleon fancied him- 
self something of an architect” (p. 25) (Hauss- 
mann exploited this interest to the full and 
constantly prevented criticism by wrapping 
the Emperor’s mantle about him.) But 
Pinckney chooses to tell the story in a suc- 
cession of chapters on streets, on buildings 
and parks, on water, on sewerage, in some of 
which Napoleon’s name hardly figures, since 
the subjects were of little interest to the 
Emperor. The detailed descriptions of these 
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public works need the support either of an 
intimate knowledge of Paris or better maps. 
Pinckney has an excellent, systematic chapter 
of the forces and rate of urbanization of Paris 
in the mid-century: was it the coming of the 
railroads, or was it, as in  urbanizing 
countries today, the search for jobs by dis- 
placed peasants that brought throngs to the 
city? 
_ Pinckney calls upon Hudnut, Mumford, 
Tunnard to give him support for the ap- 
praisal of Napoleon and Haussmann’s work 
which the Chapmans eschew. Both Pinckney 
and the Chapmans summon up the same 
quotations from Eugene Sue and Balzac for 
atmosphere; each has reproduced contem- 
porary cartoons. Pinckney’s is a systematic 
account of a public works program, the 
Chapmans’ is an administrative biography— 
and more fun. 

Cares S, ASCHER 
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Public Works and Employment from the Local 
Government Point of View. By Eugene C. 
McKean and Harold C. Taylor tor 
W. E. Upjohn Institute for Community 
Research. Chicago, Illinois: Public Ad- 
ministration Service, 1955, pp. 274. $5. 


This study investigates the relationship, in 
quantitative terms, between public works 
construction and employment. More pre- 
cisely, it is an attempt to determine the em- 
ployment-creating potential of an expanded 
public works program in a period of eco- 
nomic depression. As indicated by the book’s 
sub-title, the authors are concerned mainly 
with formulating a public works policy 
geared to the needs and resources of state and 
local governments, with the federal govern- 
ment’s role considered primarily in terms of 
its bearing on local decisions. 

The widely accepted view that local 
governments can make a substantial contribu- 
tion to economic stability by adopting a long- 
range policy of stabilizing their public works 
expenditures. is rejected by the authors. 
Their examination of the record of public 
construction during the 1920-1939 decades 
leads them to conclude that maintenance of a 
constant-volume-per-capita rate of construc- 
tion over this period would have had very 
little effect on the level of national income. 
In fact, the evidence presented indicates that 
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during the critical downturn years of 1930 
and 1931 the effects of such a policy would 
have been perverse. 

The authors observe that state ard Iccal 
governments do well if they hold to reason- 
able proportions the decline in self-financed 
public works expenditures during pericds of 
prolonged depression. Maintenance of regu- 
lar governmental services and caring for the 
needy is the community’s first responsibility. 
Embarking on an ambitious program of 
public works would exhaust the’ available 
funds while creating jobs for only a small 
proportion of the unemployed; cash and 
work relief, therefore, must be given priority 
over all but the most essential public works 
projects. Where feasible given this limita- 
tion, hcwever, the authors reccommend that 
local officials follow a build-as-r.eeded public 
works policy. While this would mean aban- 
donment of pay-as-you-go financing during 
periods of declining revenue, they note that 
current financing of capital outlays has never 
been very widely or continuously practised by 
local governments. Furthermore, they argue 
that, except perhaps for the panic years of 
1932 and 1933, neither the default nor interest 
rate situation was serious enough to have 
prevented additional borrowing by many 
state and local governments during the 1930s 
had they so desired. 

The authors recognize that any attempt 
to use budgetary policy to cope with a serious 
depression would entail deficit financing on a 
scale that could only be contemplated by the 
federal government. Their analysis leads 
them to conclude that, even if a federally 
financed public works program were pushed 
to its practical limits (i.e., something less 
than double the “boom” level), most of the 
unemployment problem would still have to 
be handled through cash or work relief. It 
should be noted that this and similar con- 
clusions throughout the book fail to take into 
account the employment that would be 
generated through operation of the ‘‘multi- 
plier” principle. The significance of this 
omission is indicated by the fact that most 
economists estimate the secondary employ- 
ment resulting from operation of the multi- 
plier to be between two and three times the 
number of jobs initially created by the public 
works expenditure. 

It is probably true, as the study suggests, 
that an anti-depression public works pro- 
gram of magnitude sufficient to solve the un- 
employment problem of a severe depression 
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would not be administratively feasible. What 
is mainly lacking is advanced planning by all 
levels: of government and the development of 
procedures for intergovernmental co-opera- 
tion in the implementation of a federally 
financed, locally administered construction 
program. The authors point out that such 
planning, especially advanced engineering 
work by local governments on a “shelf” of 
specific projects, is likely to occur only if 
federal funds are provided for this purpose. 
In the absence of legislation along these lines, 
it is likely that in a future emergency as in the 
past we will be unable to fully exploit the 
anti-depression potentialities of large-scale 
public works construction activities. 


Joun A. Gronouskt 
Assistant Professor, 
Department of Economics, 
Wayne State University. 


We 


California Lands: Ownership, Use and Manage- 
ment. By Samuel T. Dana and Myron 
Krueger. Washington, D. C.: American 
Forestry Association, 1958, pp. 303. 
$4.50. 


This publication has resulted from a com- 
mitment made by the American Forestry 
Association in its 1954 “Program for Ameri- 
can Forestry.” The original proposal was for 
Congress and for the governors of each state 
to undertake these studies through appointed 
committees, “‘to consider a desirable pattern 
of ownership of federal, state and private 
; . lands . . . . to formulate policies to 
guide action of public agencies toward achiev- 
ing this pattern . . . . and to recommend to 
the Congress legislation to implement these 
policies.” 

Since the AFA did not get Congressional 
backing for its proposal (some felt it bore too 
direct a relationship to some of the planks in 
the 1952 Republican platform advocating 
“return of the federal lands to private owner- 
ship”) its Directors decided to go it alone. 
Formal cooperation of the federal land man- 
agement agencies was withheld on the grounds 
that federally owned lands were not an intra- 
state problem and could not logically be 
studied within the narrow framework of a 
single state’s boundaries. Two outstanding 
former forestry school deans are the authors. 
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Assisting them was a committee representing 
different forest ownership users and groups: 
Two well-attended hearings brought out 
local viewpoints and problems. 


This far-western state was chosen appar- 
ently because it contains both a high pro- 
portion of forest land (43%) and a very large 
proportion of federal ownership (53%). Its 
commercial forests make up less than half of 
the forest land but contain 360 billion board 
feet of standing timber. The book contains 
an historical description of the present origins 
of forest land ownership together with cur- 
rently available statistical data. 


Little analysis of each class is attempted nor 
are the important conflicts in land uses such 
as livestock vs. forestry given attention. 
While some problems presented by different 
forms of land ownership are well described, 
the particularly delicate ecological balance 
found in California’s Mediterranean climate 
is almost entirely overlooked. Continuous 
forest cover which has been found to be 
essential in assuring watershed productivity in 
Mediterranean climates can be maintained 
only with continuity of tenure under stable 
administration and enlightened management. 
California is especially fortunate in having 
this combination on much of its critical 
forest watershed lands under National Forest 
administration. 


The report unfortunately concludes with 
the bland suggestions that more research is 
needed and proposes a Natural Resources 
Council to stimulate more studies, to promote 
cooperation and to advise the Legislature 
and the Governor on policies, administration 
and management. The authors make no 
effort to explain why they recommend the 
original stated objectives of this study. 
Specific research problems are not clearly 
delineated. Nor are generally recognized 
policy proposals indicated for action. 


This reviewer submits that this study, in- 
stead of clarifying the problems presented in 
California land ownership, has attempted to 
satisfy everyone and in the end satisfies no 
one. The reader is left in doubt why so much 
time and effort were given to this study 
without coming directly to grips with the 
basic issues. 

Cuarzes H. Stopparp 


Resources For the Future, Inc., 
Washington, D. C 
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Signs of the Times 
An Urban Development Center in the National Capital Region 


Definite steps were taken in the early 
autumn of 1958 to form a Washington 
Center of Metropolitan Studies, to stimu- 
late research, education and training 
relating to urban development problems 
of the National Capital Region. The 
new organization will be directed by a 
non-profit corporation, with the partici- 
pation and cooperation of the seven 
universities of the Washington area. 

The preliminary organizational steps 
were put into motion by a group of 
more than thirty educators, business- 
men, planning officials and representa- 
tives of the public —meeting as indi- 
vidual citizens—at the National Academy 
of Sciences Building. The Academy 
acted as host as a public service. 


As a result of the informal meeting, 
these steps were taken: (1) A temporary 
nine-member board of directors was 
nominated for the proposed corporation, 
with the recommendation that it elect 
officers, proceed with the incorporation 
of the Center organization, and initiate 
applications to foundations for its finan- 
cial support. (2) It was suggested that 
a permanent board be constituted, and 
perhaps expanded later to a membership 
of between twenty-four and _ thirty 
members, representing the areas of re- 
search and education, of citizens of the 
metropolitan region, and the national 
interest in the federal city. (3) It was 
suggested that the temporary board also 
consider appointment of a small, perma- 
nent staff, and seek space for the activity. 


G. Donald Kennedy, President of the 
Cement Association and member of the 
Executive Committee of the Highway 
Research Board, National Academy of 
Sciences, was named temporary chair- 
man of the board. The other eight 


members nominated were the presidents 
of the seven universities of the metropoli- 
tan area and Dr. Robert D. Calkins, 
president of the Brookings Institution. 
The seven universities and their presi- 
dents are: Dr. Hurst R. Anderson, The 
American University; The Very Rev- 
erend Edward B. Bunn, S. J., George- 
town University; Dr. Colgate W. Darden, 
Jr., University of Virginia; Dr. Cloyd 
Heck Marvin, George Washington Uni- 
versity; The Right Rev. Msgr. W. J. 
McDonald, Catholic University of 
America; Dr. Wilson H. Elkins, Uni- 
versity of Maryland; and Dr. Mordecai 
W. Johnson, Howard University. 


The idea of the Center of Metropolitan 
Studies originated with a group of 
citizen and planning leaders of the area 
who were impressed by the lack of basic 
research and knowledge on the dynamic 
processes of urban development which 
underlie, and create, the current-day 
problems of metropolitan area growth. 
It is the hope and intention of the organ- 
izing group that the center will develop 
and stimulate activities in three direc- 
tions. They are: (1) To encourage fun- 
damental social science research, applied 
specifically to metropolitan Washington 
and its tributary region. (2) Conduct of 
ad hoc or contract research on problems 
of immediate social or economic im- 
portance to the area. (3) Development 
of a balanced metropolitan studies pro- 
gram within the metropolitan area uni- 
versities, including graduate programs, 
the cultivation of civic leadership, and 
policy seminars. 


It was emphasized that the participa- 
tion of universities in such studies has 
already contributed to progress in the 
solution of metropolitan area problems 














in other cities, most notably Philadelphia 
and Detroit. 

It was decided that principal financing 
for the project should be sought from 
foundations, with the assurance of co- 
operation from the several universities 
of the area. It was hoped that an initial 
grant of approximately $140,000 be 
sought from a local philanthropic foun- 
dation for the purpose of financing the 
organization for its initial two years of 
operation, and that grants of approxi- 
mately $335,000 should be sought from 
foundations for the subsequent three 
years. 


National Conference on 
Highways and Urban 
Development 

More than fifty of the top federal and 
state highway officials, mayors and other 
city administrators, housing officials, and 
civic leaders have formulated a plan for 
coordinated action to obtain maximum 
benefits for urban communities from the 
gigantic United States roadbuilding pro- 
gram. During an unprecedented, week- 
long National Conference on Highways 
and Urban Development, (held in Oc- 
tober 1958) sponsored by the Committee 
on Urban Research of the National 
Academy of Sciences—National Re- 
search Council’s Highway Research 
Board, the American Municipal Associa- 
tion—American Association of State High- 
way Officials’ Joint Committee, and 
Syracuse University, these leaders agreed 
on the assignment of responsibilities 
among all the various groups directly 
concerned. 


The conference participants analyzed 
the tremendous impact that the new 
roads will have on local communities 
and their potential beneficial or detri- 
mental effects. The conference made 


public the following statement of findings 
and recommendations. 


Findings and Recommendations 
Findings. 


1. In order to meet the urgent needs 
for highway improvement involving the 
planning, designing and operation of 
these facilities, so as to provide the 
optimum transportation service, and to 
accomplish the orderly and proper de- 
velopment of our urban communities, it 
is essential that all units of government 
cooperate. 

2. It is recognized that the fine rela- 
tionship between the Federal Bureau of 
Public Roads and the State Highway De- 
partments has done much in implement- 
ing the highway program in the state and 
local communities. 

3. Each state highway department has 
the prime legal responsibility for imple- 
menting the state highway programs, in- 
cluding the National System of Inter- 
state and Defense Highways, and its com- 
pletion within the prescribed time. 


Recommendations (State Level). 


i. The state highway departments 
should be organized and properly staffed 
to work cooperatively and effectively 
with local authorities in planning, de- 
signing and construction and operation 
of streets, highways, and expressways. in 
urban areas. 

2. The state highway departments, in 
cooperation with the local governments, 
should develop a tentative program of 
highway improvements, including the ur- 
ban areas, for a period of at least five 
years in advance as a basis for planning 
at the local level. This program should 
be in accordance with a jointly-agreed- 
upon, long-range plan. 

3. The state highway departments 
should consult with the local authorities 
on a continuing basis in highway plan- 
ning. 
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4. In the event that community plan- 
ning is not achieved by local govern- 
ment, the state should take the responsi- 
bility for initiating planning. 


Recommendations (Local Level.) 


1. The local governments should ful- 
fill their primary responsibility for com- 
munity planning needed to insure the 
maximum benefits to the local area from 
the highway program. 

2. The local governments in fulfilling 
their responsibility should take the initia- 
tive for the preparation of a compre- 
hensive plan for the physical develop- 
ment of the community. This should 
include a land use plan, a transportation 
plan including public transit, and a 
program of land use controls. To 
achieve the above objective, urban areas 
should have continuing competent plan- 
ning service. 

3. Regional planning should be ini- 
tiated in every metropolitan area. 

4. Local governments should consult 
on a continuing basis with its state high- 
way department in the preparation of 
comprehensive plans for urban areas. 

5. If legislation is lacking to enable 
proper planning on a local metropolitan 
or regional basis, the ‘state and _ local 
governments should join to have such 
legislation enacted. 


Recommendations (Foint). 


1. All levels of government should 
strengthen their support of city and 


regional planning. All federal agencies 
dealing with urban development should 
continuously review their policies to 
achieve coordination with state and local 
objectives in urban development and 
transportation. 


2. Public support and adequate 
finances are essential for the imple- 
mentation of the desirable programs 
based upon comprehensive planning. 
All agencies of government should seek 
this support through the presentation of 
all facts relating to the plans. | 


3. To provide the basis for transporta- 
tion and broad community planning all 
agencies concerned should promptly un- 
dertake studies and surveys to develop 
the necessary basic facts, using the ap- 
propriate techniques. In the area of 
transportation planning the Guide and 
Manuals of the National Committee on 
Urban Transportation offer excellent 
procedures for the assembly and analysis 
of needed data. 


4. Steps should be taken to dissemi- 
nate examples of successful application of 
techniques and achievement in coordi- 
nated urban development. This should 
be accomplished through the American 
Municipal Association, the American 
Association of State Highway Officials 
Joint Committee on Highways, and other 
interested organizations. 
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